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SENSATIONAL IMPROVEMENT 
MAKES EVERY LETTER BETTER 





THE MARGIN is a border of 
white space surrounding the 
body of every letter. it serves 
as a frame to give eye appeal 
and pleasing emphasis, 


With Macic Margin, the op- 
erator can instantly, auto- 
matically arrange both left 
and right margins to fit the 
size of the letter. Thus, the 
thoughts conveyed are made 
clearer, more effective, andthe 
letter itself is better-looking. 


Many other advantages! 
The uses of MAGIC Margin 
are varied and really go be- 
yond this framing of let- 
ters. At the touch of the op- 
erator’s finger, she can (1) 
indent paragraphs and quo- 
tations for special emphasis; 
(2) set up any series of 


*#Trade-mark Reg. U. S, Pat. Office 


points in an attractive pat- 
tern; (3) set up and address 
the envelope. 


Saves time and effort 
---increases efficiency! 
Besides these advantages that 
“make every letter better,” 
MAGIC Margin makes short 
work of complex forms. . . 
invoices, briefs, envelopes, in- 
dex cards. Offices everywhere 
report far greater efficiency! 
Compare the Work! 
Try the New Royal immedi- 
ately. Judge its value in 
terms of actual results... 
Royal Typewriter Company, 
Inc., 2 Park Ave., New York. 


CALL ROYAL 
For THE DESK TEST. 
It costs nothing proves 
everything. No obli- 
gation. 


Copyright 1940, Royal Typewriter Company, Inc, 
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BUSINESS AMERICA has acclaimed MAGIC Margin as 
the most sensational improvement in typewriter his- 
tory. WHY? What could business men know about the 
mechanics of typewriters? How could they realize 
what hand-set margins had meant to the typist—the 
time and energy wasted in wrestling with “stops”? 
These executives could only judge by results. And 
their enthusiasm sprang from the simple fact that 
MAGIC Margin—helped to make every letter better! 


AN AMAZING SUCCESS STORY! 


Royal engineers knew how operators would hail 
this new and exclusive patented device that sets mar- 
gins accurately, automatically, by the flick of a 
finger. But something more happened ... 

By freeing the typist’s hands from irksome margin-set- 
ting, MAGIC Margin freed her imagination. Letters took 
on a new character. At once the little lever on the car- 
riage of the New Royal became an executive matter 
... and executives everywhere began to ask their secre- 
taries about it—how it operated, exactly what it did. 


THE DESK TEST answers every question 


Ask for it ... in your office. It costs nothing, dem- 
onstrates everything ... MAGIC Margin, and all the 
many other exclusive Royal features. 

















This New Electric Automatic Feed 
D-44 heads the Ditto liquid dupli- 
cator line. Ditto also offers a com- 


plete line of gelatin duplicators. 


Ditto D-44. 
Muktyples. Office People 


@ To make the present office force 40% more effective 


is the same as hiring 40% more people—and that is 
exactly what Ditto does. 


Business moves on written or typed forms, and the 
bright, legible Ditto-made forms save man-hours, cut 
human error, speed the job, magically. In accounting, 
order-billing, payroll and production alone, the cer- 
tified saving ranges from 20 to 60%. 

And the new Ditto D-44 with automatic electric 
feed is the ace duplicator. 300 or more bright copies 
from one typed, written or drawn original .. . 70 
copies a minute . . . without type or stencil . . . on 
any stock ...in 1 to 4 contrasty colors at once. That’s 
performance! (Old duplicators, any make, are worth 
cash on a trade-in.) 

But you must see the work and examine the Ditto 
Methods to realize Ditto’s usefulness. Use coupon 
for idea-literature, and actual forms in use today. 
They have pointed the way to personal opportunity 
for many executives! 
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BLANK FORMS. 
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PRODUCTION ORDERS 


F R E E i Actual samples 


of accounting forms, bulletins, 
order and billing sets in use today, 
and revealing literature for 
management. Use the coupon! 
ACCOUNTANTS: Get "The 
New Trend in Accounting— 
Order-billing.”’ Authoritative, 
useful—free. 
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DITTO, Inc. 
2251 W. Harrison St., Chicago 


Gentlemen: Without obligation please send me: 
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( 
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) New D-44 Data. 
) “A New Trend in Accounting—Order-Billing.” 
) Arrange a Ditto demonstration for me. 











IS THIS MAN 
IN YOUR ORGANIZATION? 








Age: Somewhere between 26 and 35 years. 

Position: Semi-executive accountant.* 

Experience: Plenty, but mostly routine. 

Technical Training: Good several years ago, but now 
half forgotten and half obsolete. 








We have a brand new forty-eight page booklet for this man. 








“New Opportunities for Corporation Accountants” 
is the title of a book just fresh from the press. Its 
publication is amply justified by the recent increased 
recognition of the internal accountant’s duties, re- 
sponsibilities, and opportunities. 

This new book is written specifically for the 
man who received his accounting training several 
years ago, at a time when educational emphasis 
was directed toward public accounting. 

Much of that training is now obsolete. The last 
six years have witnessed great changes in account- 
ing theory and practice. Many procedures formerly 
considered standard are now being questioned. The 
shift from the balance sheet to the profit and loss 
viewpoint has reopened numerous problems, in- 
cluding the treatment of capital gains and losses, 
the correction of prior period errors, the integration 
of income and surplus statements, the effect of ultra- 
conservatism upon periodic profit and loss, the “cost 
or market” rule of inventory valuation, the distor- 
tion often resulting from the abuse of operating re- 
serves, and a host of others. 

Competition, labor problems, and the increasing 
burden of taxation have combined to make manage- 
ment more critical and, at the same time, more ap- 
preciative of the internal accountant’s work. Along 
with the new responsibilities imposed upon the in- 


ternal accountant are found his new opportunities. 


Small blame to the man who has found little 
or no opportunity to keep up with current account- 
ing literature during this past half dozen years. The 
publication of accounting literature in the form of 
books, magazine articles, pamphlets, reports, and 
reprints has been greatly accelerated. 


It is an important function of the I.A.S. tech- 
nical staff to gather, classify, and interpret these 
significant materials for the purpose of keeping 
1.A.S. text material up to date. 


Realizing that many mature men now engaged 
in accounting work may not wish to review ele- 
mentary accounting, the I.A.S. provides means by 
which such qualified men may enroll for special 
training on an advanced standing basis. 


We will welcome an opportunity to inform you 
respecting the I.A.S. training plan and its suitabil- 
ity for any man in your organization who may 
ask your opinion as to how he may catch up 
with modern accounting trends or how he may 
broaden his original training by pursuing special 
courses in the management aspects of accounting. 
To you and to him we will gladly send compli- 
mentary copies of our book, “New Opportunities 
for Corporation Accountants.” 








* He calls himself an accountant. Others call him an accountant. Mostly, however, he is a “figure 
shoveler.” Where the figures come from, whither they go, he knoweth not. He hasn’t had time to keep up 
with the rapid changes in accounting. He never was taught about primary responsibility, the shift to the 
profit and loss viewpoint, managerial uses of accounting, adequacy of internal control, the doctrine of dis- 
closure, the theory of test-checking; nor has he dipped into those near-accounting fields of economics, 
Statistics, management control, and financial analysis. 


INTERNATIONAL ACCOUNTANTS SOCIETY, Inc. 


A Correspondence School Since 1903 
3411 SOUTH MICHIGAN AVENUE 
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DATES AHEAD 


September 22-23-24-25 
Ninth Annual Meeting 


CONTROLLERS INSTITUTE 
OF AMERICA 
Waldorf-Astoria Hotel, New York City 


Regional Meetings 
April 21-22 
MID-WESTERN CONFERENCE 
Palmer House, Chicago 


May 18 
PACIFIC COAST CONFERENCE 


Los Angeles 


May 20 
EASTERN SPRING CONFERENCE 
Waldorf-Astoria Hotel, New York City 


MARCH MEETINGS OF 
CONTROLS 

March 5—Buffalo, Twin Cities 

March 6—Connecticut 

March 7—Philadelphia 

March 11—Kansas City 

March 12—Cincinnati, Cleveland, Mil- 
waukee 

March 13—Detroit 

March 14—Dayton 

March 19—New England 

March 21—Los Angeles, New York 
City, San Francisco 

March 25—Pittsburgh, St. Louis, Syra- 
cuse 

March 26—Chicago, District of Co- 
lumbia 

March 27—Indianapolis, Rochester 


APRIL MEETINGS 
OF CONTROLS 
April 2—Buffalo, Twin Cities 
April 3—Connecticut 
April 4—Philadelphia 
April 8—Kansas City 
April 9—Cleveland, Milwaukee 
April 10—Detroit 
April 12—Dayton and Cincinnati, at 
Cincinnati 
April 15—Syracuse 
April 16—New England 
April 18—Los Angeles, New York 
City, San Francisco 
April 22—St. 
change) 
April 23—District of Columbia 
April 24 —LJndianapolis, Rochester 
(Joint meeting with Syracuse and 
Buffalo) 
April 29—Pittsburgh 
Norte: The above are the scheduled 
dates. Some changes may be made. 
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This Month 

Dr. Charles W. Gerstenberg, whose 
paper on the tax situation is presented 
in this number, is not only president of 
the National Tax Association; he is 
Chairman of the Board of Prentice-Hall, 
and author and 


Inc., is an educatzr, 


economist. His appeal to the average 
citizen to do something about the tax 
situation should carry much weight. 

John A. Donaldson does a good jcb 
of analyzing relations between control- 
lers and public accountants, in a paper 
which appears this month. It is well 
worth careful perusal, not only by con- 
trollers but by public accountants. 

The legal aspects of the controller's 
job are discussed in a constructive article 
by Professor Nathan Isaacs of Harvard 
Graduate School of Business Adminis- 
tration. It is an important subject on 
which but little has been written. Some 
of the observations made are of great 
importance to the calling of controller- 
ship. They will be commented upon in 
subsequent issues. 

The proxy calls of business corpora- 
tions have been the subject of careful 
study by controllers and other officers 
since the first of the year. There is pre- 
sented in this issue a careful analysis of 
the new regulations and the problems 
which Mr. Robert M. 


Douglas, controller of the San Francisco 


they offer, by 


Stock Exchange. 


Next Month 

The April number of ‘’The Controller’ 
will present a feature article on ‘’Cen- 
tralization vs. Decentralization of Ac- 
counting Records,’’ a report of a half 
day’s discussion in a recent conference 
of controllers. It is material which is of 
consuming interest to controllers and 
corporate accountants. 

Next month’s number will present also 
a constructive and enlightening paper on 
the subject of internal auditing and re- 
lation between controllers and public ac- 
countants, which Mr. J. Ellsworth Brokaw 
presented at a meeting of the San Fran- 
cisco Control on January 18. Mr. Brokaw 


is with the Crown-Zellerbach Corpora- 


tion. 
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Recent Publications 


CONTROLLERS 
INSTITUTE OF AMERICA 


“War Problems of Business As the 


Controller Sees Them.” A report 

of the discussions of a group of 

one hundred controllers, in Con- 

ference January 5, 1940. 

1940 72 Pages $1.25 

“Suggestions for Improvement in the 
Federal Tax Laws and the Admin- 
istration Thereof.” Report of the 
Committee on Cooperation with 
the Treasury Department, of The 
Controllers Institute of America. 
October, 1939 20 Pages $1.00 


“Budget Methods and Procedures of 
Manufacturing Companies.” A re 
port of a Conference of Control- 
lers. 
June, 1939 40 Pages $1.00 

“Interpretations of the Fair Labor 
Standards Act.” A report of a 
Conference of Controllers. 
November, 1938 24 Pages 75¢ 


Earlier Publications 
(Still in Print) 


“Budgeting for Control.” An address 
by Henry D. Minich, Chairman of 
Research Council. 


1932 16 Pages 25¢ 


“Appraisals and Property Account- 
ing.” Address delivered to New 
York members by Harold Vinton 
Coes, of Ford, Bacon & Davis, Inc. 


1932 12 Pages 50¢ 
Year Books 

1932, 1933, 1934, (1935 and 1936 

out of print) 1937, $2.00. 1938, 


$2.50. To be published in March 
1940, Year Book of 1939, $2.50. 


“The Controller” 


All issues since February, 1934, to 
date, with exception of May, 1934, 
February, 1936, September, 1937, 
and May, 1939 issues, which are 
out of print. 50¢ Each 


Duties of Controller 
A single sheet, presenting the defini- 
tion by The Controllers Institute of 
America, of the duties of a control- 
ler. 


Sent free upon request. 
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LE-dittortal Comment 


-- question of what to read very often occupies 
the mind of the controller in search of that type 
of useful knowledge which will enable him to get 
on in his job. This business of keeping posted is an 
important one. It is essential that we concern our- 
selves with the printed page that is of consequence 
and not waste our energies upon those which are 
insignificant to the daily task. The Institute’s monthly 
publication, THE CONTROLLER, stands out as an ex- 
ample of what is essential in reading habit. Here we 
find from month to month what amounts to a store- 
house of information dealing with the technique of 
management control observed in the country’s larg- 
est and most successful industries. It is one thing to 
reflect upon this material as a point in Institute 
achievement, but still another to use it constructively 
in expanding one’s knowledge of controllership 
practice. 

Added to this background of practical informa- 
tion dealing with actual business procedure are the 
many voices of governmental and private agencies 
expressed through their accredited representatives 
and frequently heard in the columns of the maga- 
zine. These views are not the product of the text- 
book. Granted that nothing of real value was ever 
accomplished without a theory behind it, such ex- 
pressions represent a translation of vital and work- 
able policies that have survived the laboratory of 
experiment. Management is too economy-conscious 
these days to open up a proving ground for theo- 
retical exploration by the controller. In order to 
make a sale there must be a dividend prospect in 
every service which he has to offer. Otherwise, his 
outlet is tied to the job of record-keeping, with pro- 
portionate compensation. 

A study of the many problems met in controller- 
ship practice forces the conclusion that no one com- 
pany and no one man has the perfect technique. If 
the group or the man think so, they are probably 





gorged and enfeebled by absorption of too much 
“bunk” and riding for a fall. A frank recognition of 
how the other fellow does it is an indication of in- 
tellectual honesty. Improvement in management 
practice usually follows the inspiration and use of 
other people’s ideas when they are intelligently ap- 
plied and balanced with the needs of a specific busi- 
ness. 

Added to this practical information is the Book 
Review section, summarizing all important publi 
cations touching the controllership function. Much 
of our current business literature, which flows in 
ceaseless stream, is thus boiled down for the busy 
reader who wishes to be reasonably well-informed. 
In itself this is a major service to the individual 
reader, even though it may mark him as operating 
on the principle of “Let George do it.” There is just 
too much to read anyway, of which the average man 
can master but a small part, and from the synopses 
given we can generally determine whether or not 4 
permanent addition to the five-foot shelf is desirable 
as an investment. Is there any better way for the 
controller to supply himself with the tools of office 
than by use of a research library which probably 
makes accessible a record of the best results yet 
achieved in his own field ? 

By Henry C. Perry. 


iain is the period in which the full effects are 
being felt of the many changes in the relations 
between controllers and their companies on the one 
hand, and public accountants on the other, which 
were proposed in the spring of 1939, and to a cer 
tain extent put into effect during the late months 
of last year, and early this year. The extent to which 
those proposed changes were adopted can not be 
determined or measured at this time. The proposed 
changes had to do mostly with an extension of 
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auditing procedures, especially with respect to as- 
sumption of responsibility for the inventory and ac- 
counts receivable items. 

So far as can be observed it is believed that no 
extensive changes were authorized by business con- 
cerns for enlargement of the audit programs of 
public accountants. Instead, emphasis in hundreds 
of cases was put on the strengthening of internal 
audit programs, on which first the controller and 
later the public accountant must rely for adequate 
checks on transactions and accurate and complete 
reports of the progress and position of a business 
enterprise. 

Clarification of the relations between controllers 
and public accountants seems to have been the most 
important result of the discussions. If that were all 
that came out of all the fuss and flurry it would be 
enough to justify the many hours of study and dis- 
cussion that were devoted to the subject. It is worth 
while to have both of these groups know just where 
they stand—where their responsibilities begin and 
end. Incidentally, this clarification of thought with 
respect to areas of responsibility has reduced in 
large measure the duplication of effort which has 
existed for so many years, against which controllers 
have protested vigorously. The studies made during 
the past year have brought results. No longer do 
public accountants feel that it is necessary to do over 
again the details of auditing and checking which 
are performed continuously as a most important 
routine of internal operations. 

The mutual esteem in which controllers and pub- 
lic accountants now hold one another is pleasing 
indeed. It means more accurate accounting and au- 
diting, and more complete reporting, than in the 
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past. It means that business will be conducted on 
a higher plane than before, and at the same time 
more economically. 


HE fact that there is such a person as a con- 

troller in the official family of a business con- 
cern is now pretty well established, recognized, and 
accepted, so it is not at all surprising that the Securi- 
ties and Exchange Commission, in writing the rules 
and regulations governing the solicitation of proxies 
by corporations, in a paragraph defining the term 
“officer,” included “comptroller” (spelled that way), 
in the list which mentions also the chairman of the 
board, president, vice-president, treasurer and secre- 
tary. It was not many years ago that such a defini- 
tion, or list, would not have included the controller. 


ISCUSSING the legal status of the controller, in 

a paper which is featured in this issue of “The 
Controller,” Professor Nathan Isaacs, of Harvard, 
presents in succinct fashion a picture of the control- 
lership of today, how it progressed to its present 
state, what would constitute what might be termed 
ideal controllership, and what can be done to attain 
it, approximately. In presenting his program “‘to ob- 
tain real controllership’’ Professor Isaacs uncon- 
sciously repeats a portion of the program of The 
Controllers Institute of America, namely, to “de- 
velop new business practices”; to “develop company 
by-laws along proper lines’; and to “improve state 
statutes of incorporation.” It is pleasing to be able to 
state that much real progress has been made along 
those lines since The Institute formulated its pro- 
gram eight years ago. 
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Let us pursue the Socratic method 
of questions and answers. To begin 
with I shall pose both; thereafter in 
the discussion period I hope to get 
further themes for discussion from 
your questions. 

1. The first question pertains to 
the word ‘‘controller.”’ Has it a mean- 
ing in law? Is it a word of art, as the 
lawyers say, or is it merely an ordinary 
English word to be interpreted in the 
light of all the circumstances in order 
to find out what is intended in a par- 
ticular private document, or statute? I 
can answer that it is not a word of art, 
very definitely. I have looked over 
the pages of the Corporation Manual, 
that bulky tome that comes out once a 
year with the statutes of all the states 
digested, and I have looked especially 
through the sections dealing with ac- 
counts and reports, but nowhere is the 
word ‘controller’ defined as involv- 
ing any particular set of functions. 
Now that is very significant, because 
American corporation law is, after all, 
statutory law. Yet it is very interest- 
ing that, without any legal definition 
of this office, there has suddenly ap- 
peared throughout the country a ten- 
dency to appoint men as controllers 
and to attribute to them similar func- 
tions. What is more interesting still 
is that without having created control- 
lership the law is beginning to recog- 
nize it, and certain bodies created by 
law, such as Blue Ski Commissions, 
are beginning to tell controllers what 
the nature of their duties is. 


IMITATES PUBLIC OFFICER 


2. This brings me to my second 
question: Why and how has this come 
about? Without any statutory author- 
ity, voluntarily and spontaneously 
throughout the country something new 
has appeared in our corporation law. 
In the first place, it seems obvious that 
there has been a gap in our traditional 
law which may have been of little im- 
portance years ago but which for some 


Legal Aspects of Controller’s Job 


By Nathan Isaacs 


reason has begun to worry the direc- 
tors of corporations throughout the 
country in recent years. Accountancy 
has achieved a new importance. At 
the same time, the growing complexity 
of the corporate structure and the wide 
scattering of holdings have increased 





> pees paper is a valuable con- 
tribution to the study of the 
status of controllership. Professor | 
Isaacs approaches the subject from | 
the legal aspect, but contributes | 
also many comments and sugges- 
tions from other points of view 
which serve to clarify thinking on 
this subject. The opinions of Pro- 
fessor Isaacs are well stated and 
bring out distinctly the varying 
views held by the business public 
concerning controllership. The au- | 
| thor is Professor of Business Law | 





at Harvard Graduate School of | 
Business Administration. His pa- | 
per was presented before the New 
England Control of THE CON- 
TROLLERS INSTITUTE OF AMERICA 
on February 13. 

It is interesting to note that con- 
trollership has blossomed without 
support of law. That some legis- 
lation will come in due course 1s 
certain. It is incumbent on con- 
trollers, then, to see to it that leg- 
islation affecting their calling 1s 
sound, fair, and in keeping with | 
| the best practices of the day. Con- | 
trollership is indebted to Profes- 
sor Isaacs for his suggestions and 
comments—particularly for the 
summary which he gives of the 
steps to be taken to develop a real 
conception of controllership, and 
to establish it more firmly than 
heretofore. Several of the steps 
suggested by Professor ISAACS 
have been undertaken by THE 
CONTROLLERS INSTITUTE OF 
| AMERICA. 
| —THE Epiror. 
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the demand on the part of owners and 
managers for the use of modern ac- 
countancy as an instrument of control. 

In the second place, there was 
something that business could imitate 
in filling out this gap—that well estab- 
lished type of public officer known as 
the controller. Such an officer has been 
particularly conspicuous since 1921 
when a troublesome fellow came into 
the picture in Washington, the Con- 
troller-General. He was given great 
powers. He could stop the president 
and he was independent of anybody 
else in Washington; he was appointed 
for fifteen years and could not be re- 
moved. That type of officer and sim- 
ilar types created by the states and 
cities throughout the 1920's gave bus- 
iness a ready model to imitate in cre- 
ating an officer to fill the gap in our 
corporation law. They called him by the 
same name, “‘controller.’”’ It is not sur- 
prising that the corporation should 
turn to government for a model when 
something is found lacking in the cor- 
porate system. When you stop to think 
about it, our whole corporate system 
is an application to business of the 
organization that grew up for govern- 
ment. The idea of having a business 
chartered, of having constitutions and 
by-laws, elections of officers, and a 
quasi-legislative body in order to run 
a business is taken directly from the 
model for the running of a city or state. 
Thus without the authority of statutes, 
we have created the office of private 
controller. 


CONTROLLER'S FUNCTIONS 


3. What is the function with which 
we find the controller charged in these 
corporations ? There is room for a good 
many minor differences and some ma- 
jor differences. Yet there are a few 
outstanding features in the controller's 
job. In the first place he is an internal 
officer. He is not a public accountant, 
but a private accountant. He is, more- 
over, something more than an account- 
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ant. He has certain positive duties in- 
volving discretion. It is not merely a 
matter of recording or of criticising or 
of checking work after it is done, but 
planning and affecting the work as it 
goes on. In other words, he is a part 
of the management. The difference be- 
tween his going through an account 
and the outside accountant’s going 
through the same account is the dif- 
ference between prevision and re- 
vision—seeing in advance and check- 
ing after the event. You may recall 
what an old English judge once said 
about the public accountant being a 
watchdog, not a bloodhound. The con- 
troller is neither a watchdog nor a 
bloodhound. He may be helpful in 
preventing fraud or in detecting it 
after it has taken place, but that is not 
his primary function. He is more like 
a sheep dog—to herd the elements of 
a business together and keep them 
moving to a destination. 

So much for the nature of the func- 
tions that have developed and come 
under the controller. You can elabo- 
rate on that and you are familiar with 
the possible functions of a controller; 
but you also know that no controller 
exercises all of those functions or no- 
body else would be necessary in the 
organization. 


To WuHom Doers CONTROLLER 
REPORT ? 


4. A fourth question I should like 
to ask is to whom does the controller 
speak? And my answer is primarily 
to persons in the business, and _par- 
ticularly to his associates and man- 
agement. That is a deliberate answer. 
I am stating, dogmatically, that the 
controller is a part of the manage- 
ment; he is the eyes and ears of man- 
agement. Such information as_ he 
gathers is for those who are associated 
with him in the process of manage- 
ment in which he is engaged. At 
least, that is the predominant historic 
trend of the last few years in America. 
I am aware of other possibilities, but 
I take direct issue with those who 
would put them forward. The English 
idea seems to be that the controller 
speaks to ownership rather than to 
management. The Securities and Ex- 
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change Commission has suggested 
both in its official statements and in 
statements made by prominent mem- 
bers that the controller speaks not only 
to one part or another of his organi- 
zation but that he has the primary duty 
of speaking to the outside world, that 
he speaks to the creditors, to possible 
investors, and to the public. It is his 
job to make up the balance sheet, and 
if that is left to the outside accountant 
or anybody else, there is neglect of 
duty. It may be true that it is part of 
the duty of management to make cer- 
tain statements or to make statements 
available, and management may in that 
particular job rely heavily on the con- 
troller, but the controller is not re- 
lated in any way to the outside world. 
The statements issued by management 
are issued by the corporation and not 
by this individual who is merely an 
employee of the corporation, although 
one of his duties may be to get ma- 
terials lined up so that the manage- 
ment itself can have the facts. 


ANSWERABLE TO EMPLOYERS 


5. To whom is he answerable? 
This is a related question, and I say 
he is answerable to his employers. 
What Chief Judge Cardozo said in 
the Ultramares case about the public 
accountant applies much more clearly 
and obviously to the controller. He 
said: “If there has been neither reck- 
less misstatement nor insincere profes- 
sion of opinion but only honest blun- 
der, the ensuing liability for negli- 
gence is one that is bounded by the 
contract and is to be enforced between 
the parties by whom the contract has 
been made.” (Ultramares v. Touche 
Nivens, 225 N.Y. 170, 174 N.E. 441 
(1931). I think that he missed the 
point of the difference between the in- 
sider and the outsider doing account- 
ing jobs. The outside accountant really 
does speak to the creditors, prospective 
investors, and to the public. They rely 
upon his statement. That's why they 
prefer, or insist upon, some one who 
is not in the employ of the company. 
In a word that is why they cannot be 
satisfied with the statement of the con- 
troller who serves management by get- 
ting information and giving it to them. 
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CONTRACT FOR CONTROLLER ? 


Presumably he is perfectly honest. 
Management wants information; and 
ordinarily he is as able to handle the 
specific case as the public accountant 
who is hired by, and for, a larger 
group. But he is not hired by that 
larger group. He is not answerable to 
them by contract. Yet the extent of 
his liabilities in law is to be measured 
precisely by his contract. Where is that 
found? It may have to be pieced to- 
gether, as many contracts in everyday 
life are. Very few contracts are con- 
tained in a single paper. You may 
have exchanged several letters and tele- 
grams; you may have had telephone 
conversations, and then finally closed 
the matter over the lunch table. What 
is your contract ? Just what was said at 
the last meeting? No. All that is in 
those letters and the telephone conver- 
sations? No. Some of it is distinctly 
superseded. You have to piece to- 
gether out of all these situations the 
living part, and construct the living 
contract from it. That is true more 
often than we generally suppose—we 
have to integrate the contract out of 
fragments. That is true here, too. 

If you are the controller of a par- 
ticular company you may have to look 
into the by-laws and minutes of the 
corporation, or any written contract or 
oral understanding that you have, and 
the past dealings of the company, the 
circumstances that led to creating the 
office, and the customs of the trade— 
and out of all these you make up your 
controller's contract. But when it is 
all made up, it states what your duties 
are, your liabilities, what omissions are 
serious and constitute negligence, and 
how close an approximation to accu- 
racy is contemplated. 

In this respect, you are somewhat 
different from the public accountant. 
His duties are based only in part on 
contract. For, after all, a corporation 
can not make a contract with the pub- 
lic accountant which will bind him so 
that he can not really serve the public. 
Hence his duties and obligations are 
found not merely by looking at a con- 
tract but by reference to common law 
and customs of the trade, statutes, or- 
ders of certain commissions, and the 


80 


standards set up by accountants them- 
selves as to what is a complete job of 
auditing by a public accountant. And 
they can modify the obligations they 
undertake by their certificates—within 
reason. If they state that they have 
not done a certain thing, they can not 
be held for the consequences of the 
omission. Or if they state that they 
were prevented from doing it, the 
burden is on those who prevented 
them from doing it. The controller is 
in no such position. He makes no 
statement to the public. He has both 
the advantages and disadvantages of 
being a creature of contract. 


Wuy Not ANSWERABLE TO 
OwNERSHIP ? 


6. The next question also pertains 
to the persons to whom he is to be re- 
sponsible: Why have we not adopted 
the English scheme? There at first 
the company auditor or controller was 
chosen by the board of directors. To- 
day the predominant practice is to have 
such person elected by the stockhold- 
ers, and he can not be removed or 
dictated to by the directors. He is 
answerable to ownership rather than 
to management, and he becomes a 
check upon management. Why have 
we not followed that practice? There 
seem to me to be several reasons, all 
more or less accidental. The first is 
that we have made more general use 
of the outside accountant and accord- 
ingly found it convenient to rely on 
his report in the checking on manage- 
ment for the stockholder as well as for 
the outsider. In the second place our 
stockholder has been more of an out- 
sider than the English stockholder. 
Their companies have typically been 
tightly held by small groups of stock- 
holders which functioned very much 
as large boards of directors do with us. 
They knew their companies; they were 
insiders and it would have seemed im- 
pertinent to refer them to a public ac- 
countant for information. 

In this country the typical situation, 
when we began to realize the impor- 
tance of accounting, was one of widely 
scattered stockholders far from the 
central management. Many of them 


were casual stockholders, in today and 


The Controller, March, 1940 


out tomorrow. Legally they were in- 
siders, but really they were more like 
outsiders. Naturally the scheme that 
existed for the protection of outsiders, 
public accounting, came to be relied 
upon as the normal scheme for keep- 
ing stockholders informed of the state 
of the company. Hence there was no 
thought that we needed a special officer 
for that purpose and we have not been 
in the habit of thinking of the com- 
pany controller as a person employed 
to watch management on behalf of the 
owners. 

There may be other reasons that 
have contributed to the American out- 
look. Of course we have much larger 
and more complicated corporations. 
Our corporation law has more blind 
spots. We have forty-eight states, 
each with its own statutes. In addition, 
we have allowed our corporation law 
to become much more complicated, 
with our holding companies and sub- 
sidiaries, and we have allowed a 
greater diversity in  stock-certificate 
provisions. 

Years ago in the law schools it was 
taught that a stockholder was a stock- 
holder; you can not teach that today. 
If you ask, ‘What are my rights, as a 
stockholder in a certain company?” I 
can not answer the question. I must 
say to you—'‘It all depends on your 
contract.” And then I would see that 
there were certain peculiarities in this, 
and would perhaps have to see the by- 
laws of the company and then I would 
have to carry on some correspondence 
with various people and see if there 
were anything in the minutes that 
would cover the situation. There are 
thousands of kinds of stock. Whether 
these explanations are correct or not, 
the fact remains that the American 
tendency has not been the same as the 
English, and the controller has re- 
mained a part of management rather 
than a watchdog or check on manage- 
ment. 


SHOULD STANDARDIZE CONTROLLER'S 
POSITION 


7. The question may be raised 
whether we ought to begin to develop 
in the English direction—whether we 
should free the controller from the 





control of management. I do not know 
the answer to that question, but | 
should like to substitute another ques- 
tion for it. What tendencies in general 
should we try to develop in connection 
with this function of the controller? 
Then comes the final question: How 


go about it? It seems to me we can 
be rather clear about that part of this 
big question. We ought to try to 
standardize the position of controller. 
I do not mean that we should supply 
rigid rules and say that every controller 
is this or that, and he has such and 
such rights and duties. We are going 


@MFough a transition in our corpora- 


tion law, and flexibility is still desir- 
able. I am not asking for an end to 
flexibility, but I am asking for a little 
more clear understanding of what we 
are doing. Merely to say that I am 
the controller of this company, and 
you are controller of that company may 
be misleading. It is especially likely 
to lead to trouble in the courts. 

When a court has a case up and 
learns something about a controller 
and his duties and what is expected of 





him, there is great danger that it will 
apply that knowledge to other cases | 
and other companies where the un- | 


derstanding is different. When we 
find that it was negligence in one com- 
pany fer the controller to do this or 
omit that, it does not follow that the 
same is true in all corporations. Clari- 
fication is desirable and clarity as to 
some general fundamental ideas as to 
what is understood by the word “‘con- 
troller,” no matter how Jittle, is what 
I am asking for. 

Another aim we ought to work to- 
wards is freedom of the controller 
within a certain limit. Of course there 
is always difficulty in having a watch- 
dog fed by the person who is to be 
watched. If we allow management to 
hire and fire the controller and then 
rely upon the controller's report on 
that same management, we get no- 
where. So if we have an understand- 
ing of what the controller is to do in 
a particular company we must proceed 
to make that controller free to do the 
job he has undertaken. He must be 
vested with necessary powers and op- 
portunities. 

(Please turn to page 84) 
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What Average Citizen Can Do About 
Reducing Tax Load 


In 1902 I was a junior in college 
taking a course in British and Ameri- 
can prose writers. I remember to this 
day, 38 years afterwards, a statement 
made by the professor about Ralph 
Waldo Emerson. He said: The pe- 
culiarity and importance of Emerson 
is that he makes you want to do some- 
thing about what he is discussing. His 
aim is not simply to entertain or to 
inform, but to stir to action. 

That is what I want to do with you 
this evening. If I succeed only as 
far as having you say “Interesting 
stuff,’ or ‘““How true,” I fail. What 
I would have you say to yourself is 
“By Jehosophat, he’s dead right; I 
must, I will get busy.” 

You remember Mark Twain said the 
trouble with the weather is that every- 
body talks about it but nobody ever 
does anything about it. A_ perfect 
parallel, “Taxes and the Weather.” 
Everybody talks about them but very 
few do anything about them. 

Make no mistake about it—taxes are 
not only as certain as death but if per- 
mitted to go on as they have they are 
as certain as death to bring about a 
reconstruction of our way of life. 

Tonight we are considering an op- 
tion of utmost importance—you can do 
something or you can do nothing about 
the pattern and the amount of your 
taxes. That option for you and your 
children is momentous. It is irrev- 
ocable, for if we let the matter drift 
there will be no back tracking. What 
you do or do not do may determine 
whether your children and their chil- 
dren are to continue to live in a so- 
cial system that encourages the fit or 
are to coast spinelessly into a system of 
communism. And finally, your option 
to do something or do nothing is a 
forced option. You have no third 
alternative. If you and you and a 


million others who feel and believe 
as you do remain inert, the forces of 
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collectivism, of socialism, of commu- 
nism, will surely inundate you. The 
wave that finally sweeps over the beach 
is never exactly like those that pre- 
ceeded. You can not go on forever 
saying it is only a threat. 


WuHaT CAN BE DONE? 


Granted, this option to do some- 
thing or do nothing about our taxes 
spells the difference between being 
masters of our fate and victims of some 
devastating “ism,” ‘“What is it,” I hear 
you say, ‘Precisely what is it that we 
should do?” 

If I may take you out of the field of 
taxation for a moment and into that of 
psychology, I will say that I am pri- 
marily addressing your will and not 
your intellect or emotion. 

Some of you may have read William 
James’ remarkable essay on the “Will 
to Believe.’’ His thesis is that you 
can avoid to a certain extent the neces- 
sity of having conviction of the in- 
tellect on the subject of believing in 
a hereafter by making the appeal di- 
rectly to the will and letting it go at 
that. 





RGANIZATION of a vast | 

pressure group to combat 
the ever growing tax load was one 
of the suggestions made by the 
president of the National Tax As- 
sociation, DR. CHARLES W. GER- | 
STENBERG, in an address before | 
the New York City Control of | 
THE CONTROLLERS INSTITUTE OF | 
| AMERICA on February 15. The 
| approach to this subject by Dr. | 
GERSTENBERG was dramatic. His | 
appeal struck home. It was a schol- | 
arly address, a message not only 
to controllers but to all thinking 
men. It is a pleasure to reproduce 
it here. 


—THE EbpIror. 
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You will remember that James says 
there are times when we are faced with 
what he calls a perfect option—an 
option the decision of which is mo- 
mentous, forced and irrevocable. 

I want to show you that the decision 
to do something about taxes is nearly 
or almost a perfect option. But first 
I must get you to realize what the per- 
fect option is. 

In the first place it is momentous; 
decide it one way or another and you 
may change the whole course of your 
life. 

In the next place it is forced. You 
have to make a choice. You do not 
have to choose between being a Demo- 
crat or a Republican. You may be a 
Socialist or even a Mug Wump. But 
whether you will vote at all or not 
vote is a forced option. 

In the next place a perfect option is 
irrevocable. For example, I may de- 
cide to attend church. But later I may 
change my mind. That is not irrev- 
ocable option. But if belief in a here- 
after is necessary to salvation a de- 
cision not to believe may be irrevocable, 
for the next moment may be too late. 
Eternity may be upon you. 

Now let us apply these tests to the 
option to do something about our in- 
creasing burden of taxation. Is it mo- 
mentous that we act? 


MULTIPLICITY OF TAXING 
JURISDICTIONS 


Let us see a few facts. We have 
175,000 taxing jurisdictions in the 
United States that are using up about 
22.4-per cent. of our total national 
income. 

The Citizens Public Expenditure Sur- 
vey put it very dramatically when, in 
one of its pamphlets, it pointed out 
that you could take all the oil of Okla- 
homa, California and Texas, all the 
gold of California, the silver of Ne- 
vada, the copper of Montana, the wheat 
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of Kansas and Dakota, the corn of 
Iowa, the aluminum bauxite of Arkan- 
sas, the dairying of Minnesota, the 
coal of Colorado, the potatoes of Idaho, 
the apples of Washington, the lumber 
of Oregon, the sugar beets of Utah, 
the mines of New Mexico and the 
desert produce of Arizona—you could 
take the proceeds of all these industries 
and add all the remaining income of 
all the people of the United States of 
America in that half of the country 
which lies west of the Mississippi, 
omitting the state of Louisiana, and 
you could completely consume that sum 
to pay the tax bills that are rendered 
by the 175,000 taxing jurisdictions 
which constitute the taxing power of 
the United States. 

The present burden of taxes is of 
no greater importance than the rate of 
its growth. Cost of government was 
not quite $11,000,000,000 in 1928; 
in 1939 it was almost 17 billion dol- 
lars. 

In 1933 there were 563,000 federal 
government jobs; in 1939 the number 
had increased to 933,000, an increase 
of 66 per cent. During the same 
period government jobs in New York 
state increased 47 per cent. 

Now what makes this amount and 
growth of taxes really momentous is 
the fact that so much of our income, 
so much of our productive man power, 
is being taken from private enterprise 
where they were subject to the control 
of the keen competition of free enter- 
prize and are being committed to a 
system that has practically no control 
whatsoever. Private industry under- 
goes the scrutiny of accurate cost ac- 
counting and is animated to increase 
revenues and reduce expenses by the 
search for profits. If public works do 
not pay we simply make up the deficit 
with more taxes. 


A MoOMENTOuUS OPTION 


Whether or not we shall do some- 
thing about taxes is indeed a mo- 
mentous option. Only a dullard or a 
person wholly lacking in imagination 
could believe otherwise. Only he would 
fail to see that our whole way of liv- 
ing and that of our children is at stake. 

Is the option forced? Is there any 
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middle ground? The answer is evi- 
dent: either we do something or we 
do nothing. We can not all of us 
devote our lives to the question; but 
we can take some responsibility, we can 
do a few things which I shall suggest 
later. 

Is the option irrevocable? The more 
government we have the more we have 
to have. A system of free enterprize 
tends to correct its own faults. But 
when natural forces are interfered 
with, each new dislocation calls for a 
new set of governmental remedies. 
The call for governmental action in- 
creases in volume and in the rate of 
acceleration till finally all the ordinary 
procedures of democratic government 
with its guarantees give way to dicta- 
torship. 

We have already seen the process 
start with rent laws and debt mora- 
toriums. The police power of the state 
—that power which transcends even 
constitutional guarantee—is expanded 
in a time of so-called emergency till 
nothing is left of the constitutional 
guarantee. Moreover, to cope with 
the emergency the legislature surren- 
ders its control to the executive and in 
the name of emergency we lose our 
system of checks and balances. 

Dr. B. M. Anderson, who for a 
number of years was at Harvard, and 
then at the Chase National Bank, and 
who is now at the University of Cali- 
fornia at Los Angeles, in an address 
before the American Economic Associ- 
ation in Philadelphia during the holi- 
days just past pointed out how rela- 
tively short the depression of 1921 was 
as compared with the depression of 
the 30’s. The one came to a balance 
because natural economic laws were 
permitted to function. The other has 
been prolonged by an almost universal 
tinkering with natural economic forces. 

Mr. Coolidge, in about 1923, said 
the only way to reduce taxes is to re- 
duce them. He meant that if govern- 
ment had less to spend it would spend 
less. The federal tax was therefore re- 
duced and the ensuing period of rap- 
idly rising prosperity is within the 
memory of all of us. 

The option is irrevocable in the 
sense that the longer we defer action 
the harder will it be to take action. 


I hope I have made it clear that to do 
something about the increasing burden 
of taxation may mean to you and your 
children the difference between free 
enterprise and complete state socialism 
and social control, that you are decid- 
ing against your own interests every 
minute you fail to act, and that the 
longer you delay the more difficult 
will action become. In Germany to- 
day and in Russia and in Italy the 
power of the Demos—of the people 
—to act democratically, can be revived 
apparently only by counter purges. 

Right, I hear you say, I am ready 
to do something, especially as you have 
already hinted that I am not expected 
to devote my life to the problem. 
Really, the cumulative effect of even 
slight action by the persons who have 
demonstrated their ability to be ef- 
fective by the very fact that they have 
accumulated considerable taxable ca- 
pacity should be and probably will be 
determinative of the future trend. 


WHAT CAN BE DONE? 


You can and should do four things: 

First, get a reasonable notion of tax 
facts and of the economic principles 
involved. 

Second, bring yourself to a final de- 
cision on what is the correct principle 
to govern our social life—free enter- 
prise or state ownership and control. 

Third, give your support to some 
one or more organized agencies striv- 
ing to reduce the tax burden. 

Fourth, let your interest be known 
to your representatives in federal, state 
and local legislatures. 

A certain amount of quantitative tax 
information is necessary to generate 
and maintain your interest. You can 
get all of this information from the 
daily press. For example, take Jersey 
City: About ten days ago—to be exact 
just eight days ago—on Feb. 7 the 
Herald-Tribune showed that Jersey 
City had a budget of 3214 million 
dollars for 300,000 people. Kansas 
City, the article pointed out, has a 
budget of less than $7 millions, with 
a population of 400,000. St. Louis, 
with a population of 800,000, operates 
on a budget of 19 million dollars. 
Jersey City used up more than $100 
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a person; St. Louis less than $24 a 
person, and Kansas City less than $18 
a person. Is it not time that some- 
body got up a battle cry for Jersey City, 
such as ‘Britons never, never will be 
slaves.” 

Now you can not understand the tax 
problem unless you realize that taxes 
are only a sympton of spending. Too 
heavy a tax burden is merely a pain; 
the physiological disturbance _ that 
causes the pain is too much spending. 
The same article in the Herald-Tribune 
that told about Mayor Hague’s budget 
woes also indicated that the budget 
called for 150 additional firemen. Prob- 
ably an ordinary private business in the 
same boat would not only realize that 
it had to subtract instead of add 150 
firemen, but would be able to do so 
without impairing the efficiency of the 
fire fighting department. 


FREE ENTERPRISE AT STAKE 


But you really will not generate real 
enthusiasm for the discharge of your 
simple duties as a taxpayer unless you 
get yourself thoroughly convinced on 
the importance of the maintenance of 
our free enterprise system. 


IMPROVE CAPITALISTIC SYSTEM 


I hold no brief for things as they 
were. I realize that life is not static. 
But there is so much room to improve 
the capitalistic system that we should 
not give it up simply because it has 
not been permitted to work properly, 
that is, freely. A system of monopolies, 
of over-reaching, of fraud, of theft is 
not a free system. The self-regulat- 
ing forces of the price economy can 
not work speedily and surely in such 
an environment. 

I can not in any reasonably short 
period of time argue to its final analysis 
this whole complex question. But care- 
ful study will convince you that free- 
dom of action within the field of re- 
specting others’ rights and equality of 
opportunity—these are the things that 
will make for progress—a progress that 
flourishes best when it is constrained 
least, whether by taxation or by regu- 
lation. 

A conviction—a living, a crusading 
conviction—on this subject, reasonable 
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and reasoned, but firm and fervent, 
should lead you to want to do some- 
thing to perpetuate the system of free 
enterprise and to do so by opposing 
with all your might increased public 
spending and the symptom of burden- 
some taxation that accompanies it. 

I should like to reinforce what I am 
saying by quoting a few paragraphs 
from the presidential address of Com- 
missioner A. H. Stone of the Missis- 
sippi Tax Commission at the annual 
meeting of the National Tax Associ- 
ation held last October in San Fran- 
cisco: 

“On February 16, 1887, Grover 
Cleveland sent to Congress a short veto 
message which has been frequently 
quoted, and often misquoted, during 
recent years. The present Depart- 
ment of Agriculture, dealing in hun- 
dreds of millions of money, was then 
merely a Commissioner of Agriculture, 
without cabinet rank. The sum in- 
volved was trifling, a pittance, as such 
things are measured by current stand- 
ards. The difference between the sums 
dealt with then and now, great as that 
difference is, is dwarfed by the differ- 
ence between the governmental con- 
cepts expressed by Grover Cleveland 
and the theories and practices of the 
present time. Congress had passed a 
bill to authorize the Commissioner of 
Agriculture to distribute seed in cer- 
tain drought-stricken counties of Texas, 
and had appropriated $10,000 for the 
purpose. Mr. Cleveland wrote: — 


EXPECTATION OF PATERNAL CARE 


“‘*And yet I feel obliged to withhold 
my approval of the plan, as proposed 
by this bill, to indulge a benevolent and 
charitable sentiment through the ap- 
propriation of public funds for that 
purpose. I can find no warrant for such 
an appropriation in the Constitution, 
and I do not believe that the power and 
duty of the General Government ought 
to be extended to the relief of indi- 
vidual suffering which is in no man- 
ner properly related to the public serv- 
ice or benefit. A prevalent tendency to 
disregard the limited mission of this 
power and duty should, I think, be 
steadfastly resisted, to the end that the 
lesson should be constantly enforced 
that though the people support the 
Government the Government should 
not support the people.* * * * Federal 
aid in such cases encourages the expec- 
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tation of paternal care on the part of 
the Government and weakens the sturdi- 
ness of our national character.’ 


“On October 31, 1936, another 
American President gave utterance to 
another conception of the duties, func- 
tions and responsibilities of this gov- 
ernment of ours. Mr. Roosevelt was 
addressing the American people, on 
the eve of a momentous national elec- 
tion. His enumeration of the things 
which he thought the government 
should do, and which he had advocated 
during the four years of his first ad- 
ministration, marked the culmination 
of the tendency against which Grover 
Cleveland had warned fifty years be- 
fore, and against which he had im- 
placably set the full force of his rugged 
and uncompromising character. 

“Please do not misunderstand me. 
Mr. Cleveland was neither more hon- 
est, more patriotic, more sincere, nor 
of finer character than is Mr. Roosevelt. 
The difference is not to be found in 
the personal qualities and attributes of 
the two men. It transcends all per- 
sonal considerations. It goes to the 
very fundamentals of the relationship 
between the citizen and the state. The 
conception which many of us still 
have of what that relationship should 
be was once expressed in these words 
by another great American—Henry W. 
Grady, the editor of the Atlanta Con- 
stitution: 

““Exalt the citizen. As the state is 
the unit of government, he is the unit 
of the state. Teach him that his home 
is his castle, and his sovereignty rests 
beneath his hat. Make him self-re- 
specting, self-reliant and responsible. 
Let him lean on the state for nothing 
that his own arm can do, and on the 
government for nothing that his state 
can do. Let him cultivate independence 
to the point of sacrifice, and learn that 
humble things with unbartered liberty 
are better than splendors bought with 
its price.’ 

GRADUAL BUT SURE DECADENCE 


“It is not a matter of primary con- 
sequence to know that the cost of gov- 
ernment under the first administration 
of Mr. Roosevelt exceeded that of all 
previous administrations combined, 
since and including those of George 
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Washington. Granting the statement 
to be true, and I neither affirm nor 
deny it, it is of little significance or 
value, merely as a statement of fact. 
Regardless of their volume, it is only 
as we analyze these figures and study 
their composition that their true re- 
lation to the real problem of the cost 
of government becomes apparent. 
When we thus bring into view the 
picture of the uses of the vast sums 
which have been and are being ex- 
pended, their application to purposes 
not heretofore dreamed of as govern- 
mental functions, we realize that we 
are dealing with something funda- 
mentally much more serious than a 
mere statistical exhibit, no matter how 
staggering its size. 

“We are concerned here with a phi- 
losophy of government, rather than 
with the implements of governmental 
operation. We are witnessing the 
process of a gradual but sure decadence, 
if I may so express it, a certain lower- 
ing of the standards, of a liberty-lov- 
ing, individually independent, self-re- 
liant people, into dependent masses 
and groups, bringing upon the nation 
and the state every conceivable form 
of pressure for securing for themselves 
every conceivable form of govern- 
mental service or benefit. We see 
enacted before our eyes the tragedy of 
a bloodless revolution, through which 
all units and levels of government, 
even sovereign states themselves, ap- 
parently have come to be willing to 
sacrifice their pride, and all but literally 
subscribe to a pauper’s oath, in order 
to obtain what they call ‘our share’ of 
public bounty. We are undergoing a 
test of our capacity for self-govern- 
ment under the forms of a represent- 
ative democracy.” 


ORGANIZE PRESSURE GROUP 


The weight of your active influence 
must be felt somewhere. You can not 
simply go on reading, thinking and 
reasoning. Only action begets action. 
The best way to generate action is to 
hire somebody to generate it for you. 
You can not devote all your time, but 
you can give a part of it in the form 
of a trifle from your earnings to sup- 
port a taxpayers’ association. Others 
making the same contribution can get 
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an organization together which can 
give the matter the time, the energy 
and the action it requires. Dr. Harley 
L. Lutz, of Princeton, one of the fore- 
most living authorities on public fi- 
nance, in a series of lectures given last 
year at Stanford University in Calli- 
fornia, said: “The best way to secure 
a reduction of the cost of government 
is to Organize a strong pressure group 
for this particular purpose. Much of 
the increase in governmental costs has 
been brought about by similar pressure 
groups, and it is well known that the 
best way of fighting the Devil is with 
fire. Whether such a pressure group 
is called a taxpayers’ association or 
something else is not important, but 
it is important that this group shall 
have a powerful interest in the attain- 
ment of its objective. Tax conscious- 
ness will no doubt aid in creating both 
the motive and the zeal. But there 
is no special merit in particular kinds 
of taxes, from this standpoint, since 
one tax will serve about as well as an- 
other to sustain the realization that the 
total tax load has become too heavy.” 

Can you do anything else? I should 
say “‘yes, decidedly.” Give encourage- 
ment in more ways than by money 
alone to your tax association. If it 
asks you to write to legislative repre- 
sentatives, do so. It was such kind 
of action that two years ago defeated 
the Supreme Court reorganization bill. 
It has brought about the defeat of 
many tax bills and has on occasion 
forced the repeal of obnoxious tax stat- 
utes. 

In conclusion, I should like to quote 
again from the lecture by my friend 
Dr. Lutz of Princeton: ‘“The expansion 
of governmental activities and the in- 
creasing proportion of the public ex- 
penditures that is being devoted to 
mass benefits requires a new and real- 
istic orientation of our tax philosophy. 
Unless we are to parallel the Roman 
record of ‘bread and circuses’ we must 
resist the socialistic trend in taxation 
which is certain to impair the founda- 
tions of national productivity, and 
which aims at a steady impoverishment 
of the ‘haves’ for the temporary ad- 
vantage of the ‘have-nots.’ Our pres- 
ent tax emphasis is a case of keeping 
warm by burning down the house, and 


only a romantic fool would approve 
of this method of getting through a 
long, hard winter.” 

I have shown you that the problem 
is momentous, that inaction is equiva- 
lent to defeatism, and that the prob- 
lem grows progressively worse and 
more difficult to handle. However, if 
it is not brought under control our 
whole economic system may give way. 
He is an ungenerous, careless and 
spiritless person who will not respond 
to the call of such an emergency. You 
can do something; you can do it at 
relatively little cost of time, money, or 
effort. You can understand the prob- 
lem, you can hold up the hands of 
those who are fighting the battle for 
you, and you can make your wishes 
known to those who represent you in 
the legislatures. You can do these 
things. You can do them consistently, 
patiently and courageously. Will you? 
Will you ? 


Legal Aspects 
(Continued from page 80) 
To OBTAIN REAL CONTROLLERSHIP 


8. Just how that can be accom- 
plished is quite a difficult question. I 
can begin the answer, however, by giv- 
ing several headings—our problem is 
what should be done under each one. 
Here are four suggestions as to the 
means by which we may produce the 
kind of controllership that we want 
after we have decided what we want: 
First, the development of new business 
practices, customs and understandings; 
second, the development of company 
by-laws along proper lines; third, the 
work of such bodies as the stock ex- 
changes, the American Institute of 
Accountants, the Controllers Institute 
of America, and other cooperative 
bodies trying to work out the problem 
on a nationwide scale; finally, state 
and federal government activity, 
through such administrative tribunals 
as the Securities and Exchange Com- 
mission, and through improvement of 
state statutes of incorporation. In the 
last analysis the recognition and mak- 
ing effective of so important a de- 
velopment in corporation law as the 
function of the controller is a legis- 
lative task. 
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Technical Committee’s Reply to 





Inguiry Concerning Profits 


A recent inquiry directed to The 
Controllers Institute of America is pre- 
sented here, together with the reply 
which was drafted by Chairman Roy 
§. Holden, of The Institute’s Commit- 
tee on Technical Information and Re- 
search. 


THE INQUIRY 

One of our customers has presented 
the following problem: 

“We are jobbers of steel, metals and 
hardware. We buy goods and sell them 
in the same form in which they are 
when we receive them. There are some 
few exceptions to this rule which in- 
volvé the cutting of some of our mer- 
chandise into different sizes, but we do 
no manufacturing. 

“We are anxious to know as far in 
advance as possible what our profits 
are likely to be. Can you inform us 
as to the best methods of estimating 
in advance the volume of sales, the 
cost of the goods which we sell, and 
all the expenses which we have to in- 
cur in order to carry on our business ? 

“We have been estimating the ex- 
penses from month to month for sev- 
eral years, and we have been using a 
percentage figure which we _ have 
changed from time to time by which 
we derive the cost of goods sold. We 
are not sure, however, that our methods 
are the best that could be used for this 
purpose. 

“Will you be good enough to give 
me the benefit of your counsel to as- 
sist this worthy customer ?”’ 


THE REPLY 

Your inquiry of November 15 ad- 
dressed to The Controllers Institute of 
America has been referred to a num- 
ber of my Committee members who 
are familiar with the type of business 
you mention in your inquiry and are 
particularly well qualified to give the 
kind of advice you seek. 

In practically all the replies I have 
received mention is made of the fact 


that the inquiry does not contain sufh- 
cient information to insure as reliable 
an answer as otherwise might be true. 
From the excellent replies received, 
however, a digest of which is given be- 
low, I am sure that your customer will 
receive much help if not the complete 
solution to the problems he has in 
mind. The digest with certain direct 
quotations follows: 

Your customer is a jobber of ‘‘steel, 
metals and hardware.” He gives no 
indication as to how numerous the 
classifications are of each of the three 
general kinds of materials which he 
handles. He says that only in a few ex- 
ceptional cases are these materials sold 
in form not the same as that in which 
they are purchased. In a few cases cut- 
ting into sizes is done, but apparently 
that activity is of small consequence in 
his costs and has little, if any, bearing 
on the question which he asks. 

Your customer as early in the month 
as possible estimates his profits for 
that month. He asks that you inform 
him as to the best methods of estimat- 
ing (1) volume of sales, (2) cost of 
goods sold, and (3) all the expenses. 


PURELY QUESTION OF BUDGETING 


As to the volume of sales, this as it 
relates to estimated profits would ap- 
pear to be purely a question of budg- 
eting by the proper classifications of 
products in order to permit the appli- 
cation of reliable percentages of write- 
up. 

The reliability of the estimated vol- 
ume of sales would naturally be the 
first consideration in estimating the 
cost of goods. 

A budget and the providing of pre- 
determined “standard” costs or per- 
centages of costs by proper classifica- 
tions of products sold are suggested 
as the general answer to your cus- 
tomer’s question regarding cost of 
goods and expenses. 
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Presumably a portion of the ex- 
penses are not of a fluctuating nature 
and, therefore, it is possible to ob- 
tain with reasonable accuracy in ad- 
vance the amount of such expenses by 
mere reference to the accounting rec- 
ords. The fluctuating expenses will 
presumably be tied more or less to the 
volume of sales and after they have 
been applied in the most acceptable 
manner will be only as reliable as is 
the estimate of the volume of sales. 


COMMENTS 


Specific comments which will be 
helpful are contained in the follow- 
ing quotations from the letters which 
I have received: 

“The question, as I see it, is as to 
whether or not their method of ar- 
riving at a monthly profit is the best 
method which can be used. I think 
this depends entirely upon internal 
conditions. While it is certainly far 
from being the most accurate method, 
it yet may be, all things taken into con- 
sideration, the best method for their 
purposes.” 

“We compute our interim gross 
profits, that is profits in months at the 
end of which we do not have a com- 
plete inventory, by applying to the 
sales of, for example rods, a percent- 
age of gross profit based on prevailing 
costs and market prices. These per- 
centages of course vary with the major 
classifications.” 

“It would appear to me, however, 
that the problem referred to is one of 
preparing a budget of expenses and 
comparing actual performance each 
month with such budget of expenses. 
I see no relationship between the 
amount of expenses per month and the 
cost value of goods sold, except as 
such expenses may result in an average 
per cent. based on normal volume of 
business. 
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“If the problem is one of determin- 
ing the cost of goods sold, a percent- 
age of sales value could be used only 
if the write up in determining selling 
price was relative for each class of 
product. Otherwise, it would be neces- 
sary to keep detailed records by size 
and shape of each material on hand, 
and compute the cost of goods sold by 
detail pricing of the various items in- 
volved.” 

If the cutting operations are more 
of a factor than your customer indi- 
cates, the following quotations will be 
especially helpful: 


First Pro posal 

1. Determine the space allocation. 

2. Determine the equipment invest- 
ment. 

3. Determine the labor costs for doing 
various types of jobs. 

4, Using these data, establish the total 
estimated costs for doing each class 
of work. Included in this estimate 
might be some apportionment of 
certain extra expenses that are in- 
volved in the office and shipping 
departments caused by these special 
sizes. 

5. Make monthly comparisons between 
the actual costs incurred in Items 
1, 2, 3, and that added to the cost 
of sales in Item 4. 


Second Proposal 

1. Estimate costs as they do now. 

2. On a basis of such general detailed 
knowledge as they have, allocate 
their estimated expense for the var- 
ious types of work done. 

3. Make reasonable comparisons be- 
tween the costs which are allocated 
to cost of sales and the estimated 
expense. 


“This concern no doubt buys steel 
in stock lengths, possibly by the car- 
load, paying a different price for each 
type of steel. In furnishing steel to 
their customers, they would have to 
shear it to lengths as required to fill 
the order. This results in short pieces 
which it is not possible to market and 
which can only be sold as heavy metal 
scrap. For this portion of their busi- 
ness I believe they should have an 
order cost system. Each order received 
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should be assigned a job order num- 
ber to which is charged the cost of the 
steel furnished. If the order calls for 
lengths which result in short pieces 
being left over, an allowance for scrap 
should also be credited to the order. 
However, if the order calls for lengths 
which will result in short pieces that 
can be used to fill other orders, then 
only the lengths required to fill the 
order will be charged. These orders 
should also be charged with the cost 
of shearing, which is no doubt done 
by a warehouse man. 

“This concern no doubt buys hard- 
ware at list prices less a jobber’s dis- 
count and sells it at list with a smaller 
discount to their customers. These 
hardware sales could be costed by 
using their discount from the list. 


“It is my opinion that this concern 
should have a departmental profit and 
loss so that they can determine which 
division of their business is most prof- 
itable.”’ 

If you find this reply to be inade- 
quate or if your customer would like 
to have us attempt to answer any fur- 
ther questions which he may wish to 
ask, will you please let us know ? 


Mid-Western Conference of Con- 
trollers at Chicago, Monday, April 22. 
Meetings in Palmer House. This meet- 
ing will be on same scale as annual 


meetings of Controllers Institute of § 


America. Plan to attend. 
Are you displaying on your office 
wall your certificate of membership in 


The Controllers Institute of America? § 
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How One Public Accountant 
Visualizes Controllet’s Job 


‘The controller, as his name indicates, is the exec- 
utive responsible for the maintenance of effective ac- 
counting control. That function should not be sub- 
ordinated to any other function, nor should it be 
combined with any other incompatible functional 
The controller, as the chief account- 
ing executive, should rank as an officer of the corpora- 
tion, responsible directly to the Board and discharge- 
able only by that group. He should report to the 
president, and he must necessarily cooperate with all 
other functional heads, but he should be directly re- 
sponsible to the Board to assure the relative inde- 
pendence of his position. 
lished financial statements of the business. 
prescribe the accounting methods, devise all forms of 
records, and contrive the system of internal control. 
He should direct and superintend the internal audit- 
ing, but preferably he should not maintain the rec- 
ords; that is an operating function which should be 
under separate responsibility. He may pre-audit, ap- 
prove, or otherwise cooperate in the maintenance of 
basic records, but he should not initiate the recording 
From an address by a public ac- 


He should sign all pub- 


He should 
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Provisions of Amended Proxy 
Solicitation Rules 


To controllers of corporations hav- 
ing securities listed on a national se- 
curities exchange, the subject of proxies 
is of vital importance and timely inter- 
est at this time of year, when many 
companies are preparing for annual 
meetings. 

The proxy rules promulgated by the 
Securities and Exchange Commission, 
pursuant to authority vested in the 
Commission by Sections 14(a) and 
23(a) of the Securities Exchange Act 
of 1934, apply only to the solicitation 
of proxies, consents or authorizations 
in respect of securities registered on a 
national securities exchange. The orig- 
inal rules prescribed by the Commis- 
sion on September 24, 1935, were 
completely revised, effective October 
1, 1938. 

The keystone of these amended rules, 
which will remain in effect until Feb- 
ruary 15, 1940, is the requirement that 
a ‘proxy statement” must be sent to 
each person whose proxy is being so- 
licited. This statement must set forth 
the identity of the persons soliciting 
the proxy, the nature of the matters to 
be voted upon, the power of the se- 
curity holder to revoke his proxy, the 
expenses of the solicitation, and cer- 
tain financial information in some 
instances. Another feature of the pres- 
ent rules is that the solicited security 
holder must be given the opportunity 
to direct how his vote be cast on each 
of the items under consideration. So- 
called “blanket” proxies are forbidden. 
Also, when the proxy concerns the elec- 
tion or remuneration of officers or 
directors, the ‘‘proxy statement’? must 
contain certain information relative to 
their security holdings and remuner- 
ation. 

The present rules require that three 
copies of the ‘“‘proxy statement’’ must 
be filed with the Securities and Ex- 
change Commission and one copy with 
the national securities exchange upon 
which the security is listed, at the time 
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solicitation begins. No provision is 
made for a “waiting period” after fil- 
ing the material. 

On November 15, 1939, the Securi- 
ties and Exchange Commission sub- 
mitted a tentative draft of proposed 
revisions of the proxy rules, to the na- 
tional securities exchanges and other 
interested persons of the legal and 
financial community. On January 12, 
1940, the Securities and Exchange 
Commission announced that “these per- 
sons and organizations have responded 
with many well considered and help- 
ful suggestions, and a number of the 
comments received have raised ques- 
tions as to the feasibility of some as- 
pects of the proposed revision. In or- 
der to be able to give these comments 
the full study they deserve, as well as 
to avoid the confusion which might 
result from the adoption of a general 
revision of the rules at this time of 
year, when many listed corporations 
are already preparing for their annual 
meetings, the Commission has decided 
to defer for the present any general 
revision of the existing rules.” 
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Three aspects of the proposed re- 
vision, the feasibility of which was 
questioned, are as follows: 


1. The definition of the term “‘associate”’ 
was broadened to include “any relative 
of such person, by blood or affinity, 
whose financial affairs are to any extent 
the subject of supervision by or counsel 
from such person.” This would subject 
many persons to onerous and difficult 
requirements, the value of which is very 
questionable. The use of the word “‘af- 
finity” in this connection is very distress- 
ing since one definition of the word by 
Webster’s Collegiate Dictionary, fifth edi- 
tion, is “A spiritual relationship or at- 
traction held to exist between certain 
persons, especially persons of opposite 
sex; also, one who exerts such attrac- 
tion.” Would the president’s attractive 
secretary be considered an associate? 


2. The provision that persons solicited by 
proxy be furnished the opportunity to 
specify therein a choice between two or 
more nominees for any office to be filled 
by election. Unless this referred merely 
to the physical setup of the proxy, it 
would mean that the person soliciting 
the proxy would have to name ‘“dummy’”’ 
opponents for the election, or a great 
many election contests would be intro- 
duced into corporations, in which the 
activities of the directors and manage- 
ment are above reproach. 


Ww 


. The extremely onerous and expensive re- 
quirement that if action is to be taken 
with respect to the election of directors or 
officers, the proxy statement must con- 
tain financial statements for the last 
fiscal year of the issues of the character 
of those at present required in an original 
application for registration of securities, 
except that all schedules other than sur- 
plus schedules and schedules of supple- 
mentary profit and loss information may 
be omitted. This requirement, together 
with the requirement that the proxy ma- 
terial be filed with the Securities and 
Exchange Commission for ten days prior 
to the actual solicitation, would delay an- 
nual meetings until long after the reg- 
istration statement had been prepared; 
it would be unduly expensive, and prob- 
ably the proxy statement would be so 
voluminous and confusing that the or- 
dinary stockholder would not attempt to 
use his voting privileges. 
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Lucip, STREAMLINED FINANCIAL 
STATEMENTS 


Controllers will certainly recognize 
that any step which will substitute stere- 
otyped registration statements for the 
more lucid and streamlined statements 
found in our modern annual reports 
of corporations to stockholders is in 
the wrong direction and should be 
opposed with all of the powers at our 
command. 

However, except for the “ten-day 
waiting’ period, none of the forego- 
ing requirements were included in the 
fourteen amendments of the proxy 
rules announced by the Securities and 
Exchange Commission on January 12, 
1940, which became effective February 
15, 1940. Solicitations begun before 
that date may, but will not be re- 
quired to, comply with the rules as 
amended. This is particularly impor- 
tant, due to the new ten-day waiting 
period. 

The amended Rule X-14A-4 pro- 
vides that three copies of any required 
proxy material be filed with the Com- 
mission at its office in Washington, 
D. C., not later than ten days prior 
to the date definitive copies of the 
proxies must be filed with or mailed 
to the Commission and also to each 
national securities exchange on which 
the security is listed, and not later 
than the date such material is first sent 
or given to any security holders. 

It may well be argued that since the 
person soliciting the proxy would suf- 
fer chiefly from any defects in the 
proxy statement that would require 
subsequent amendment and embarrass- 
ment, the ten-day waiting period be 
made permissive rather than manda- 
tory. However, provision is made for 
shortening the waiting period in cer- 
tain unusual cases. The Securities and 
Exchange Commission has stated that 
all proxy material filed pursuant to 
the amended rules will be examined 
promptly, and the persons by whom 
the material is filed will be notified 
as early as possible within the waiting 
period of any apparent failure to com- 
ply with the requirements of the rules. 

The amended rules require that the 
aggregate remuneration paid by the 
issuer and its subsidiaries to the issuer’s 
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officers and directors, considered as a 
group, be disclosed in the proxy state- 
ment, in addition to the remuneration 
received by the persons individually 
receiving the three greatest amounts of 
remuneration. 

A new requirement has been added 
calling for information concerning any 
auditors whom it is proposed to elect, 
or concerning any committee which 
shall select auditors for a corporation. 
This gives recognition to the present 
trend for more complete independence 
of auditors. This trend may well be 
the forerunner to the trend of more 
complete independence on the part of 
the controller and his staff. 

If minority groups have indicated 
that they expect to raise certain mat- 
ters at the proposed meeting, the mat- 
ters expected to be brought up must 
be described, and the person being 
solicited must be given an opportunity 
to specify the action he wishes taken. 
This also is a new requirement. 

A new provision is made in the case 
of elections, in order that the proxy 
may be voted for a substitute in the 
event a vacancy in the original slate 
of nominees is occasioned by death or 
other unexpected occurrence, or in 
event that in a proxy contest it be- 
comes necessary to elect a compromise 
slate of nominees. 


CONTROLLER DESCRIBED AS OFFICER 


A new paragraph (g) has been 
added to new Rule X-14A-9 to read 
as follows: ‘‘The term ‘officer’ means 
a chairman of the board of directors, 
president, vice-president, treasurer, sec- 
retary, comptroller, and any other per- 
son performing similar functions.” 
This is another recognition by a gov- 
ernmental agency of the title of con- 
troller. It is noted, however, that the 
old fashioned spelling is used. 

The last important amendment is 
a new item which is to cover situations 
in which the person making the solici- 
tation is aware that matters other than 
those described in the proxy state- 
ment as intended to be acted upon are 
to be raised at a meeting at which the 
proxy is to be used. Notwithstand- 
ing that the person making the solici- 
tation does not intend to vote the 








proxy upon such matters or to use it 
for purposes of a quorum supporting 
a vote upon such matters, they are 


nevertheless to be identified in the 
proxy material and a statement as to 
the proposed disposition thereof is to 
be made. 


May REDUCE LISTINGS ON 
EXCHANGES 


Although many of the objectionable 
features contained in the proposed gen- 
eral revision of proxy rules were not 
incorporated in the amendments as 
adopted, it is nevertheless well to con- 
sider the broadened scope of the 
amended proxy rules from the view- 
point of the public, the investor stock- 
holder, and the corporation. First, 
the proxy rules apply only to securities 
registered on a national securities ex- 
change. Second, they apply only to 
persons who solicit proxies. Instead of 
supplying the public and the investor 
with more useful information, will not 
this have the effect of deterring cor- 
porations from listing their securities 
on the national securities exchanges, 
or, if already listed, from soliciting 
proxies, if possible? 

Many corporations find it difficult 
to obtain quorums because of the large 
amounts of stock held in the names of 
brokers for the accounts of beneficial 
owners thereof. The stock exchanges 
have requested their member-firms to 
pursue requests made of their custom- 
ers for instruction to vote, in order 
that the broadest possible representa- 
tion of all stock of the corporations 
may be had at their meetings. Any 
added difficulties in obtaining proxies 
will certainly tend to discourage the 
trend to require larger stockholder 
representation to provide a quorum at 
annual meetings. 

The requirement for additional in- 
formation in the proxy statement will 
not only be more expensive, but to- 
gether with the ‘waiting period” re- 
quirement it will have the effect of 
delaying annual meetings, a very ob- 
jectionable feature, indeed. 

In concluding, I should like to state 
that in my opinion a very thorough 
and accurate study should be made 


(Please turn to page 108) 
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UNIFORM SET OF ACCOUNTING 
REQUIREMENTS ISSUED BY SEC 


The Securities and Exchange Com- 
mission announces adoption of a uni- 
form set of accounting requirements 
which will apply to the majority of 
the Commission’s registration and 
report forms under the Securities 
Act of 1933 and the Securities Ex- 
change Act of 1934. Its announce- 
ment says: 

“The new single accounting regu- 
lation will be substituted for the sev- 
eral existing sets of accounting in- 
structions which have heretofore ap- 
plied to the various forms. More- 
over, the new regulation will have 
the effect of simplifying amendments 


.and interpretations of accounting 


rules, inasmuch as such amendments 
and interpretations will apply to a 
single regulation instead of to a va- 
tiety of requirements. 

“The new regulation, designated 
Regulation S-X, will govern the form 
and content of all financial state- 
ments and schedules required to be 
filed as a part of: 

(a) Registration statements un- 
der the Securities Act of 1933 filed 
on Form A-2; 

“(b) Applications for registration 
of securities under the Securities Ex- 
change Act of 1934, filed on Form 
8-A, 8-B, 10, 11, 13, 14, 15, 17, 22, 
23, or 24; 

“(c) Supplemental or periodic re- 
ports under Section 13 of the Se- 
curities Exchange Act of 1934, filed 
on Form 10-K, 11-K, 13-K, 14-K, 
15-K, 17-K, or 24-K; and, 

“(d) Supplemental or periodic re- 
ports under Section 15 (d) of the 
Securities Exchange Act of 1934, 
filed on Form 1-MD or 4-MD. 

“The new regulation will be ap- 
plicable to all filings made on these 
forms after May 31, 1940. However, 
if a registrant so elects, the provi- 
sions of the new regulation may also 
be applied to financial statements 
filed prior to that date. 

“In general, the new regulation 
constitutes a codification of existing 





instructions as to the form and con- 
tent of financial statements as now 
contained in each of the several 
forms listed. Instructions as to the 
dates and periods for which finan- 
cial statements are required to be 
filed, however, will be found in the 
respective forms. 

“As now organized, the regulation 
is subdivided into twelve articles. 
The first four articles contain rules 
of general application. The next 
six articles prescribe, respectively, 
the form and content of financial 
statements for commercial and in- 
dustrial companies, investment com- 
panies, imsurance companies, com- 
mittees issuing certificates of deposit, 
bank holding companies, and natural 
persons. The remaining articles deal 
with the form and content of surplus 
statements and supplementary sched- 
ules. A comprehensive table of con- 
tents is included. 

“Some mew requirements have 
been added in the new regulation, 
principally with a view to obtaining 
more informative disclosure as to 
such accounting policies as deprecia- 
tion, depletion, and maintenance and 
as to such matters as advances to and 
from affiliates, directors, and officers. 
Additional flexibility to the require- 
ments has been given through exten- 
sion of the rules permitting the 
elimination of schedules and special 
information when the amounts in- 
volved are not material. 

“The new regulation incorporates 
a considerable number of the many 
well-considered and helpful sugges- 
tions received from the large group 
of accountants, registrants, and 
others, including representatives of 
the professional societies, to whom 
a tentative revision of the instruc- 
tions was made available. 

Note: The tentative form of re- 
vision of the combined groups of 
regulations was made available to 
The Controllers Institute of America 
more than a year ago, and The In- 
stitute’s Committee on Cooperation 
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with the Securities and Exchange 
Commission studied them at that 
time and made suggestions and com- 
ments to the Commission. 

“In view of the pending proceed- 
ings in the matter of McKesson and 
Robbins, Incorporated, and several 
other cases, the rules governing cer- 
tification by accountants, although 
altered and clarified in some respects, 
have been retained in substantially 
the form now found in the General 
Rules and Regulations under the Se- 
curities Act of 1933, and the several 
major forms under the 1933 and 
1934 Acts. Upon completion of 
these proceedings, however, such 
rules are to be reconsidered with a 
view to revisions deemed necessary 
as a result of these cases.” 

The Securities and Exchange Com- 
mission also announced adoption of 
an amendment to Forms 15 and 17 
under the Securities Exchange Act 
of 1934, for use, respectively, by in- 
corporated and unincorporated in- 
vestment companies. The amend- 
ments incorporate as an item in the 
form the requirements for certain 
historical financial data which pre- 
viously were called for in connection 
with the financial statements and are 
operative only when the new Regu- 
lation S-X is applicable. 


JOINT MEETING OF THREE 
CONTROLS 


Arrangements are being completed 
for a joint meeting of the Buffalo, 
Rochester and Syracuse Controls, to 
be held at Rochester April 24. The 
meeting will be held at the Roches- 
ter Club. Mr. E. C. Roworth, of 
the Stromberg-Carlson Telephone 
Manufacturing Company, a member 
of the Rochester Control, has been 
appointed by President E. S. LaRose, 
of the Rochester Control, as chair- 
man of the committee of arrange- 
ments for the joint meeting. There 
will be a reception at six o'clock, 
dinner at seven o'clock, and a meet- 
ing at eight o'clock, the program for 
which: is being developed. Visitors 
will be welcome. 
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Brief Items from Here 


and There of 





Altmeyer’s Suggestions for Liberalizing 
Unemployment Compensation 


Pointing out that liberalization of bene- 
fits is “first and foremost if the objectives 
of unemployment compensation are to be 
achieved,” Arthur J. Altmeyer, chairman 
of the Social Security Board, recently 
made public a full discussion of the 
Board’s position in favor of benefit ex- 
pansion. 

Mr. Altmeyer’s discussion outlines six 
changes which he states could be made 
in existing unemployment compensation 
laws: 


1. The waiting period could be reduced 
to 1 week. 

2. The minimum benefits payment could 
be raised to at least $5 per week in 
all States. 

. The weekly benefit rate could be in- 
creased, and the maximum raised to at 
least $20 per week. 

. The duration of benefits could be 
lengthened; in States with sufficient 
funds benefits could be paid for a 
uniform maximum period of 16 weeks 
to all eligible claimants. 

. Benefits for partial unemployment 
could be paid in all States. 

. The eligibility and disqualification pro- 
visions of State laws could be simpli- 
fied so as to permit more prompt pay- 
ment of benefits. 


In presenting the recommendations, the 
Chairman of the Board stated that “these 
suggested standards are not to be con- 
sidered ideal, but rather suggestions 
which may be immediately and practically 
considered. States with sufficient reserves 
and current income may well consider 
making their benefits still more adequate.” 

Referring to the present size of the re- 
serves under most State unempioyment 
compensation laws, the Chairman of the 
Board stated that if the present benefit 
formulas remain unchanged, and the ac- 
cumulated surplus funds are now used as 
an argument for tax reduction rather 
than as justification for liberalization of 
benefits payments, “the very purpose of 
the unemployment compensation system 
would be nullified.” 


Report Published on Case Study 
of Employee Frauds 
“A Case Study of Employee Frauds,” a 
reprint from the October, 1939, issue of 
“The New York Certified Public Ac- 
countant,” has been issued in pamphlet 





JUDGES IN ESSAY 
CONTEST 


The five men who will act as 
judges in the essay contest which 
was announced a month ago by the 
Committee on Education of The 
Controllers Institute of America are: 


Mr. Oscar N. LINDAHL, of the Uni- 
versal Atlas Cement Company, New 
York; President of The Controllers 
Institute of America. 

ProFEssorR G. A. MACFARLAND, of 
the Wharton School of Finance and 
Commerce, University of Pennsyl- 
vania, Philadelphia; President of 
the American Accounting Associa- 
tion. 

DEAN J. ANDERSON FITZGERALD, of 
the School of Business Administra- 
tion, The University of Texas, Aus- 
tin; President of the American As- 
sociation of Collegiate Schools of 
Business. 

Mr. JOHN A. DoNALDSON, Vice-Pres- 
ident of Montgomery Ward & Com- 
pany, Chicago; President of the Chi- 
cago Control, Controllers Institute 
of America. 

Mr. JoHN H. MacDona_p, of the 
National Broadcasting Company, 
New York; Chairman of the Com- 
mittee on Education, Controllers In- 
stitute of America. 











form. The material is by Mr. J. S. Seid- 
man, C. P. A., who was asked to make a 
study of this subject by the New York 
State Society of Certified Public Account- 
ants. The pamphlet is a report of the 
findings of that study. The report does 
not contain the case material itself, but 
only the conclusions that flow from it. 
The case material was presented orally to 
the society, and each case was analyzed 
for means of ready detection and preven- 
tion. 


Controllers’ Congress Convention 


To Be Held May 20 


Concurrently with the meetings of the 
other affiliated groups of the National 
Retail Dry Goods Association, the an- 
nual Controllers’ Congress Convention 
will be held during the week of May 20, 
at the Palmer House, Chicago. This is 
an earlier date than usual. 


Practical Application of 
Market Analysis 


An article on “Practical Application of 
Market Analysis” by Mr. H. W. Dodge, 
vice-president of The Texas Company, 
New York, N. Y., appears in the January, 
1940, issue of ‘Executive Service Bul- 
letin.’ He writes that a continual con- 
trol plan should be put into effect, if 
selling activities are to remain scientific 
and follow market changes, and describes 
a simple plan based on “horizontal and 
vertical analysis.” He believes that only 
after such an analysis can management 
know the accounts it is justified to solicit 
and serve profitably. 


Fourth Annual Report of 
Social Security Board 


The fourth annual report of the Social 
Security Board, for the fiscal year ended 
June 30, 1939, with a statement giving 
supplementary data on major develop- 
ments in the period July 1-October 31, 
1939, has been published recently. It is 
for sale by the Superintendent of Docu- 
ments, Washington, D. C. Price 40 cents. 


Another Chapter on Investment 
Trusts Sent to Congress 


Investment Trusts and Investment § 
Companies, a Report of the Securities 
and Exchange Commission: Part One of 
the Commission’s over-all report, trans- 
mitted on June 10, 1938, consists of a 
discussion of the nature, classification 
and origins of investment trusts and in- 7 
vestment companies, and has been printed 7 
as House Document No. 707, 75th Con- 
gress. Part Two, the transmission of 
which was completed on March 10, 1939, 
consists of a statistical survey of invest- 
ment trusts and investment companies, 
and has been printed as House Docu- 
ment No. 70, 76th Congress. Part Three, 
the transmission of which was com- 
menced on April 29, 1939, deals with 
what the commission terms the abuses 
and deficiencies in the organization and 
operation of investment trusts and invest- 
ment companies and has been ordered 
printed as House Document No. 279, 
76th Congress. Chapter I of Part Three 
deals with the background of the invest- 
ment company industry in relation to 
abuses; Chapter II contains detailed his- 
tories of various investment trusts and 
investment companies; Chapter III deals 
with problems in connection with the dis- 
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tribution and repurchase of shares of 
open-end and closed-end management in- 
vestment trusts and investment com- 
panies; Chapter IV discusses shifts in 
control, mergers and consolidations of 
management investment companies; and 
Chapter V deals with problems in con- 
nection with the capital structures of 
management investment trusts and invest- 
ment companies; Chapter VI, transmitted 
on February 8, 1940, deals primarily with 
accounting practices and reports to stock- 
holders. 


Tenth Packaging Exposition 
and Conference 


Announcement is made of the Ameri- 
can Management Association’s Confer- 
ence to be held in conjunction with the 
tenth annual AMA Packaging Exposition 
and Wolf Awards at the Hotel Astor, 
New York City, on March 26-29, 1940. 
The program consists of the following 
sessions: Unit Packaging, March 26 and 
27; Packaging Machinery and Production, 
March 26; Packaging and Shipping, 
March 27 and 28. 

Conference topics include—‘This Lit- 
tle Package Went to Market,” Consumer 
Viewpoints,” “Informative Labeling,” 
“Panorama of Progress in Packaging,” 
“Pure Food, Drug, and Cosmetic Act,” 
“Color in Merchandising,” ‘Packaging 
Clinic,’ “Pitfalls in Machine Package 
Production,’ ‘Adhesives,’ ‘Tests for 
Containers,” ‘Packing and Shipping 
Clinic,” “Liner Board Manufacture,” “In- 
terior Packing for Shipping,” “Packing 
and Shipping Q & A.” 

The Conference will give an unusual 
opportunity to keep up to date on de- 
velopments in this field. 


Report of Stock Sales and Volume in 1939 

The market value of sales on all regis- 
tered securities exchanges in 1939, accord- 
ing to a report of the Securities and 
Exchange Commission, amounted to $13,- 
346,623,902, a decrease of 4.2 per cent. 
from the total for 1938, and the smallest 
total for any calendar year since this se- 
ries started in October, 1934. Stock sales, 
excluding rights and warrants, had a mar- 
ket value of $11,420,996,521, a decrease 
of 7.4 per cent. from 1938. Bond sales 
were valued at $1,921,079,479, an in- 
crease of 20.9 per cent. over 1938. Sales 
of pass-books, rights and warrants in 
1939 totaled $4,547,902. 

The volume of sales in stocks, exclud- 
ing rights and warrants, in 1939 was 462,- 





Controllers In Mid-West 
to Gather at Chicago 


A mid-western conference of con- 
trollers designed to bring together 
a majority of the one thousand or 
more controllers of companies situ- 
ated in a dozen states in that terri- 
tory, has became a fixture in the 
year’s program of The Controllers 
Institute of America; it is not only 
a fixture, it is an important event. 

This year for the first time the 
Conference is to take place in Chi- 
cago, and controllers generally are 
looking forward to an attendance 
which will rival that at the annual 
meetings of The Institute in New 
York City. 

Under the chairmanship of Mr. 
John A. Donaldson, of Montgomery 
Ward & Company, President of the 
Chicago Control, which is a branch 
of The Institute, a committee has 
been at work for two months pre- 
paring a program and completing 
arrangements for the Conference. A 
worth while program is promised. It 
will be completed soon and mailed 
to controllers in the mid-western 
territory. The Conference, a one-day 
affair, will take place at the Palmer 
House. Officers of corporations 
other than controllers will be wel- 
come to attend. A special invitation 
is extended to controllers who have 
not become members of The Insti- 
tute, to seize this opportunity to 
become acquainted with the hun- 
dreds of men in controllership who 
will be present, and to participate 
in the discussions. 











002,559 shares, a decrease of 13 per cent. 
from the 1938 total. Total principal 
amount of bonds sold was $2,589,742,687, 
an increase of 12.1 per cent. over 1938. 


December Public-Aid Payments 

Total $273,363,000 
Total payments for public assistance 
and earnings of persons employed under 
Federal work programs in the continental 
United States for December, 1939, 
amounted to $273,363,000, according to 
figures made public by the Social Security 
Board. The total for December repre- 
sented an increase of less than 1 per cent. 
from the $271,600,000 total for Novem- 
ber, it was reported. The total for De- 
cember, 1939, however, represented a de- 
crease of about 16 per cent. from total 

payments for December, 1938. 


National Auditgram Appears 
in New Dress 


The monthly publication of the Na- 
tional Association of Bank Auditors and 
Comptrollers, known as “The National 
Auditgram,” appeared in a new form 
with its February issue, as a magazine of 
approximately 814” by 1114” in size and 
for the first time with advertising matter. 
A national office was opened early in 
January in the Union Commerce Build- 
ing, Cleveland, of which the managing 
editor of the publication, Mr. D. R. 
Cochard, is in charge. Mr. Cochard is to 
spend his full time in the service of the 
association. For five years previous to 
the appointment of Mr. Cochard, Mr. A. 
L. McLean was editor of the publication. 


Columbia to Conduct 
Accounting Institute 


Columbia University is to conduct an 
Accounting Institute on April 25 and 26 
at the University, it is announced by Dr. 
Roy B. Kester, an associate member of 
The Controllers Institute of America. 
There will be afternoon and evening ses- 
sions on both days. 

The program will be focused on the 
general theme ‘Corporate Financial State- 
ments,” and the following phases of the 
subject are to be presented at the various 
sessions: 

Thursday afternoon, April 25, 

“Financial Statements for Use by 
Management.” 
Thursday evening, April 25, 
“Financial Statements for Use by 
Creditors.” 

Friday afternoon, April 26, 

“Financial Statements for Owners 
and Investors.” 

Friday evening, April 26, 

“Financial Statements to Serve Pub- 
lic Purposes.” 


The purpose of this year’s Institute is 
to assist in educating the public as to the 
character of the information presented in 
accounting statements, the purposes for 
which they are drafted, the types of in- 
formation desired by the four groups re- 
ferred to above, management; creditors, 
both long- and short-term; owners, in- 
vestors and speculators; and the public 
as represented by Various government 
bodies and bureaus; and the extent to 
which accounting statements may be re- 
lied upon to serve these various purposes. 
Detailed announcement will be made later 
of arrangements and speakers. 












How To Obtain an Economical and 


Satisfactory Public Audit 


The subject for discussion as stated 
in your announcement is “Adapta- 
tion of Program for Independent 
Audits to Internal Audit and Con- 
trol.” It seems to me that this sub- 
ject stated in a little more easily un- 
derstandable language simply says 
‘How can controllers and public au- 
ditors better coordinate their work 
so that it will produce more real 
value for company managements and 
obtain greater assurance for stock- 
holders?” In my opinion, this can 
apply to corporations’ current figures 
as well as to their published annual 
reports, although our consideration 
tonight will be devoted mostly to the 
subject of year-end audits and prepa- 
ration of year-end reports to stock- 
holders. 

You will notice that I have named 
two objectives which controllers and 
auditors should jointly strive to ac- 
complish in this year-end control and 
audit work: (1) more real values to 
management, (2) greater assurance 
to stockholders. I am emphasizing 
these two objectives at this point as 
in my opinion this thing which we 
are to talk about tonight can be 
jointly profitable as well as necessary 
and desirable to corporation man- 
agements, stockholders and_ public 
auditors. If this is true, it is doubly 
important that controllers and pub- 
lic auditors begin constructively. to 
do something more about it. 

Before getting into the discussion 
I want to say that you controllers 
and public auditors of the Detroit 
area are to be congratulated on get- 
ting together here in a joint meeting 
to discuss this matter. This meeting 
should be a start toward a definite 
solution of this problem for many of 
your individual companies. I should 
like to say also that in my opinion 
the audit difficulties (such as the 
drug company fiasco and others) 
that have been encountered in the re- 
cent past can be most safely avoided 





By John A. Donaldson 


over a period of time only through 
the type of joint approach by local 
controllers and public auditors that 
you are taking here. 


FRONT LINE FORCE 


It will not be done primarily by 
national auditing organizations, Fed- 
eral Government agencies, and Stock 
Exchange special committees issuing 
learned, but in too many cases highly 
theoretical and very general bulletins 





| PROGRAM by which the 
| effectiveness and at the 
| same time a reduction in cost of 
| public auditing of the assets, trans- 
| actions, and the accounting of a 
business concern may be assured | 
is presented in this paper by MR. | 
DONALDSON, vice-president and | 
| assistant treasurer of Montgomery 
Ward & Company, with the duties 
of controller. The paper was read 
at a joint meeting in Detroit, on 
December 14, of four organiza- 
tions—the Detroit Association of 
Credit Men, the Detroit Confer- 

| ence of Bank Auditors and Con- 

| trollers, the Michigan Association 

| of Certified Public Accountants, 
and the Detroit Control of the 
CONTROLLERS INSTITUTE OF 
AMERICA. Mr. DONALDSON is 
president of the Chicago Control 
of The Institute. 

Progress is being made in the 
establishment of better working re- 
lations than in the past, between 
controllers and public accountants. 
This paper points the way for both 
groups, with specific recommenda- 
tions. It is deserving of careful 
reading. Adoption of the program | 
| presented here, in whole or in part, 
| will represent real advancement in 


this field. | 








—THE Epiror. | 





92 


and reports, on how the problem can 
be handled. These treatises will be 
worth while, however, if they do 
nothing but force more joint atten- 
tion to this matter from local con- 
trollers and public auditors through- 
out the country. You individual con- 
trollers and public auditors in this 
room are the front line force which 
can work out this problem in an ef.- 
fective and specific way for each of 
the companies which you represent 
here in the Detroit area. Its solution 
is, therefore, a first-hand and very 
real responsibility for nearly every 
man in this room. 

To many it may seem that effective 
coordination of work between con- 
trollers’ organizations and public au- 
ditors should be a very easy thing to 
accomplish. But such is not actually 
the case in a great many instances 
when an attempt is made to sit down 
and develop such a program between 
an individual company and an out- 
side auditor. But why should this be 
the case? I believe that it is entirely 
safe to say that the most general ma- 
jor difficulty is that either the con- 
troller or the auditor—or in some 
cases both of them—are not properly 
prepared and equipped in staff abil- 
ity, state of mind, or type of organ- 
ization to carry out soundly their 
parts of a program of this kind. 


Miss GREATEST PRACTICAL VALUES 


Certain important requirements to 
effect this coordination have not gen- 
erally in the past been given ade- 
quate long-term consideration either 
by corporations or by public auditors. 
As a result, many companies, the big- 
ger ones as well as the smaller ones, 
continue to get uneconomical and 
unsatisfactory audits and entirely 
miss some of the greatest practical 
values that can be obtained from the 
annual visit of a good outside au- 
ditor. 
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To carry this point further, it is 
my opinion that the individual com- 
pany probably falls down more times 
in being prepared to carry out its 
part of this program, due to an in- 
adequately staffed and organized ac- 
counting-control organization more 
than to any other cause. A public au- 
ditor can not be expected to co- 
ordinate his work extensively with 
an internal organization unless that 
organization is headed up by a strong 
man who is adequately independent 
and aggressive in his activities within 
the company, and who also has a 
proper understanding of the basic re- 
quirements of the public auditor. 

This does not mean that the con- 
troller must be the “‘bull dog” type 
of personality, but it does mean that 
he must have the background of 
training, experience, and judgment 
that entirely justifies a full assump- 
tion of the responsibilities that go 
with his position. He can not be 
merely a graduated bookkeeper or 
clerk. His judgment on the proper 
statement of the company’s accounts, 
and on the necessary accounting pro- 
cedures and control safeguards 
should be final within the organiza- 
tion and should not be subject to any 
supervisory of committee approval as 
is the case even in some large com- 
panies. 

I know of one very large corpora- 
tion in which any other than routine 
changes in the company’s many re- 
serves must be discussed in advance 
and agreed to by a rather large exec- 
utive committee who have almost no 
knowledge of such matters. This 
must be done in every case before the 
controller has authority to make such 
changes effective. In my opinion, this 
is just the reverse of sound practice. 
Certainly the controller should re- 
port to executive management what 
he has done and why. If on this basis 
his action is frequently not justified 
and his judgment is not sound, then 
he should not be a controller—or 
probably I should say, he is not a 
controller. 


Goop ACCOUNTING TALENT NEEDED 


To go a step further, an efficient 
and capable accounting organization 
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working under the controller is an- 
other major requirement that com- 
panies should meet if public auditors 
are expected to coordinate their 
work extensively with that of the 
corporation’s internal organization. 
This required type of accounting or- 
ganization has two major requisites 
(1) good and well-trained men, and 
(2) sound accounting and auditing 
principles and procedures for han- 
dling of all current work. By good 
men I mean an accounting staff that 
is efficiently and intelligently carry- 
ing out its responsibilities and one 
that is always alert to the possibility 
of things going wrong in the job of 
reflecting dependable company prof- 
its and financial condition through a 
set of accounts. The type of indi- 
vidual required in this staff will vary 
by jobs and also by relative size of 
companies. Any of you men can ap- 
ply this requirement of good account- 
ing talent to your own organizations 
much better than any attempt that 
we might make here. 

Sound accounting and auditing 
procedures naturally presuppose ade- 
quate internal checks and a sufficient 
amount of detail internal auditing. 
To me, an adequate system of in- 
ternal checks means that insofar as 
possible all routine accounting work 
is so organized and allocated among 
individual working units and em- 
ployees that the essentials of such 
work are automatically double 
checked and can hardly go wrong 
without collusion between employees. 
Examples of this type of internal 
check are too common to any of you 
to need mentioning here. In my 
opinion, this type of internal check 
can be obtained to a reasonably satis- 
factory degree in any kind or size of 
business. But to be effective, every 
company’s requirements must be 
studied carefully and worked out if 
this internal check principle is to be 
adapted properly to its own partic- 
ular needs. This is more difficult in 
small companies, but it is entirely 
feasible and practical if it is given 
careful attention and plenty of hard 
work in arranging the operations of 
the department. 

I like to consider internal audit 
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control as the control which is af- 
forded by the work of one or more 
internal auditors who are set up en- 
tirely independent of the accounting 
department and who devote their en- 
tire time to a systematic and detailed 
internal auditing program, possibly 
in many respects quite comparable to 
that which would be followed by a 
public auditor in any detail auditing 
done. This type of internal and in- 
dependent audit operation can, of 
course, be best carried out in the 
larger corporations, yet part time of 
at least one man could, I believe, be 
well used on this work by any com- 
pany with as much as ten million 
dollars in annual volume. For the 
large companies, in my opinion, an 
adequate internal audit organization 
is absolutely essential in order to ob- 
tain constant improvement in ac- 
counting standards and efficiency 
within the company, and also to co- 
ordinate effectively and safely the 
work of the controller and the public 
auditor at the end of the year. 

We have so far talked about the 
major requirements that the control- 
ler and his organization should meet 
if the public auditor is to be able 
safely to coordinate his work with 
that of the controller. These may be 
summarized in five statements of 
principle which I believe can be ap- 
plied to any company regardless of 
size or kind of business. They are 
(1) a strong capable controller prop- 
erly set up from an organization 
standpoint, (2) good accounting and 
auditing departments both as to per- 
sonnel and manner of organization, 
(3) sound accounting principles and 
policies that are well established 
within the company, (4) application 
of the internal check principle to 
the greatest possible degree that is 
practical, and (5) the conduct of a 
sufficient amount of independent de- 
tail internal auditing within the or- 
ganization. 

If your company can sit down with 
its public auditor and satisfactorily 
meet these five requirements there is 
no good reason for your auditor tell- 
ing you that he can not adapt his 
audit program to your work and still 
get a good safe job done—and inci- 
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dentally, probably keep the fee be- 
low that of prior years when his 
work and yours could not be well 
coordinated. 


SHOULD SEE PARTNERS MORE 
FREQUENTLY 


Before going further I should like 
to say something about the require- 
ments that the public auditor should 
meet in order to carry out his part of 
the program that we are discussing. 
Since we are controllers, I think it 
proper that we look first at our own 
part of the job. But also since many 
of us have served a considerable num- 
ber of years both as public auditors 
and as controllers, we should have 
some comments and suggestions that 
will be valuable to public auditors in 
doing their part of the job. 

I believe nearly all controllers will 
agree that public auditors have not 
established or maintained enough 
close field-contact by partners or 
managers in charge, both in advance 
of and during the audit assignment. 
Principals become too largely job re- 
viewers in the main office, while an 
even more important function of 
contact and practical supervision in 
the field suffers. Many times the con- 
dition in the field is not exactly what 
was anticipated when the audit pro- 
gram was prepared, and judgment 
far beyond that of the field staff is 
necessary in order properly to adapt 
the audit work to the new condition 
without an unnecessary amount of 
trouble and waste of the client's time 
and money. 

The public auditor has just as 
great a requirement to keep his man- 
ager or principal in close first-hand 
supervisory contact with the field 
work of each job as has the corpora- 
tion to keep a strong controller in 
charge of its accounting department. 
Public auditors can not complain too 
much in conducting their audits 
about the handicap of weak control- 
lers until they are prepared to super- 
vise their field work in an efficient 
and practical manner. 


CLIENT PAys FOR WASTED TIME 


Wasted time and effort in the field 
is still a major problem in many year- 
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end audits—and a serious part of it 
is that the client usually pays for this 
waste at a pretty high per diem cost. 
If public auditors can eliminate the 
major wastes from their audit work, 
they will have removed one of the 
chief handicaps to their getting a fee 
adequate to justify proper audit cov- 
erage and still make a profit on most 
jobs. 

The same things which I have 
previously said about the require- 
ment for good, efficient men in 
corporation accounting departments 
holds true for the field staff of the 
public auditor. Too many times a 
large portion of this staff is made up 
of temporary men who show unques- 
tionable evidence of little or no ex- 
perience in the type of business be- 
ing audited, or even of a technical 
knowledge of auditing work. The 
performance of such staff men can 
not be efficient and is not a credit to 
the public auditor. Also, in too many 
cases the manager or senior in charge 
of field work is switched every two 
or three years, making it necessary to 
educate a new man on the job. Both 
of these situations are very conducive 
to an impractical approach to the job 
and to an inefficient conduct of the 
work. Effective work by the field 
staff in the coordination of the con- 
troller’s and the auditor’s work is be- 
ing badly handicapped by these con- 
ditions. 

Under such a situation and with 
the manager or partner in charge 
spending very little time on the job, 
is it strange that in general the work 
of the controller and the public au- 
ditor have not been well coordinated 
in the past? I realize fully that a sat- 
isfactory correction of these defi- 
ciencies is a very difficult problem 
for public auditors, but such correc- 
tion must come at least to a reason- 
able degree if auditors are to carry 
out their part of the program we are 
discussing tonight. 

Fulfillment of the next require- 
ment, I believe, is the joint responsi- 
bility of the controller and the pub- 
lic auditor to a degree that has not 
been the case on points previously 
discussed. This requirement is the 
establishment of a closer relationship 





of confidence and cooperation be- 
tween the controller and the auditor. 
The kind of understanding and rela- 
tionship that I have in mind must 
exist before much real progress can 
be made in the program we are dis- 
cussing. In my opinion, this can be 
done in an entirely practical way and 
still retain all the sound independent 
features of the public auditor’s work. 

In many cases there is still a tend- 
ency for the public auditor to plan 
his work and carry out his program 
in a manner that keeps the controller 
as far away from him and as much in 
the dark as possible. In such cases 
the auditor still seems to feel that his 
approach to the controller must have 
in it something of mystery and sur- 
prise, as well as a detective flavor, if 
his presence is to be regarded seri- 
ously and his work considered effec- 
tive. The natural result is that the 
controller, feeling that he is the one 
being audited (and incidentally also 
suspected) is not very likely to use 
himself or his organization in an ex- 
tensive way to cooperate with the 
public auditors—and naturally every- 
body suffers. Under such conditions 
staff auditors on the job are many 
times left in the dark to work out 
their own salvation in long hours of 
costly effort on matters that could 
be cleared up quickly for them by 
the company’s employees, if the 
proper relationship existed. 

In order that I may not be misun- 
derstood by the public auditors | 
want to make it plain that I am rec- 
ommending the establishment of this 
close, frank relationship only be- 
tween the controller and the princi- 
pal in charge of the job. Staff au- 
ditors and the corporation’s account- 
ants need not and should not par- 
ticipate in this relationship. The part 
that these two groups of men will 
play will be to carry out the well co- 
ordinated audit program and instruc- 
tions that result from this kind of a 
relationship between the controller 
and auditor. 


WILL GIVE PROTECTION TO PUBLIC 
AUDITOR 


Some auditors will argue that this 
close understanding with the controller 
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on the handling of the work is un- 
sound and endangers the independence 
and efficiency of the audit assignment. 
I must disagree with this possible con- 
tention. I believe any of you men 
who have had broad experience in 
both audit and control responsibilities, 
particularly for large companies, will 
agree with my position. The infor- 
mation which the auditor will obtain 
through this kind of a relationship 
with the controller, if well used, will 
give him far better audit protection 
than he can get in any other way. Also, 
through this process the experienced 
principal will usually detect the oc- 
casional unscrupulous controller who is 
not entitled to this type of treatment 
—and he can then take any special 
protective measures that are considered 
necessary. Certainly this is a sounder, 
safer practice than that of leaving the 
discovery of the bad situations entirely 
to the responsibility of the less ex- 
perienced staff men. 

The practical opportunity for be- 
ginning the sound establishment of this 
cooperative and frank relationship be- 
tween the controller and the public 
auditor is in the advance planning of 
the audit work and the preparation 
of the audit program. In my opinion 
public auditors have in the past been 
too much inclined to prepare their 
audit programs in the staff office on 
the basis of the previous year’s work 
with too little consideration to the 
necessity of first having a full prelimi- 
naty discussion of current audit mat- 
ters and needs with the controller, so 
that the program can be best adapted 
to actual current needs and procedures. 
This preliminary discussion will help 
to keep audit programs flexible and 
varied from year to year and will pro- 
duce a much more effective and eco- 
nomical audit operation. This advance 
meeting between the controller and 
auditor should take place in the cor- 
poration’s office and all points covered 
should be used in the final preparation 
of the audit program. 


JomnT AUDITING PROGRAM 
The auditor should then prepare his 


program, indicating in general the 
audit coverage which he expects to 
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make for each account and particularly 
the work in which the controller’s or- 
ganization can assist. When this has 
been done the time has come for the 
principal and the controller to sit down 
and in a definite way arrange for the 
work that the auditor is to get from 
the controller. In doing this they 
should weigh carefully the extent to 
which each is able to meet those re- 
quirements that have already been dis- 
cussed. To do this in a frank, open 
manner will give both men a broader 
yet sound point of view of the joint 
problem and will develop a practical 
working arrangement whereby the pub- 
lic auditor can use with limited veri- 
fications much of the analysis and other 
detail work done by the controller’s 
accounting and auditing department. 

The extent to which this can be 
done and the particular accounts to 
which it is best adapted will depend 
upon the individual company and the 
particular circumstances existing at the 
time. Only as a means of illustration, 
I am going to discuss briefly some 
points in the coordination of audit 
work that can be reviewed and agreed 
upon in any advance meeting of this 
kind between the controller and the 
public auditor. 

First, let us look at the arrangements 
that can be made for the verification 
of inventories. The starting point is 
for the controller to submit a com- 
plete set of his inventory instructions 
which should be the “company law” 
that will be followed carefully in every 
angle of the inventory taking. A thor- 
ough review of these instructions will 
soon determine for the auditor just 
how complete they are and to what 
extent his staff should participate in 
the physical inventory taking for veri- 
fication purposes. If he has practical 
suggestions for the improvement of the 
inventory procedure they should, of 
course, be accepted by the controller. 

Arrangements should be made for 
the auditors to be present at the phys- 
ical count and to make whatever spot 
checks of the company’s final quantity 
counts that are considered necessary. 
Pricing and valuation procedures and 
policies should also be reviewed at 
this meeting so that the application of 
these policies can be observed and 
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checked by the auditors as the physical 
inventory taking proceeds. As soon 
as the inventory books or sheets have 
been finished, one copy should be 
turned over to the auditor for his sole 
use and control in his audit verification. 
Every possible clerical assistance should 
then be made available to the auditor 
as an aid in his inventory verification 
work. He should also be assisted in 
making a reasonable number of con- 
tacts with operating and merchandis- 
ing people for discussion of inventory 
questions. Such contacts will usually 
do much toward reducing some aud- 
itor’s unnecessarily impractical and 
technical approach to the inventory 
work, 


CHECKING RECEIVABLES 


Next, in the verification of receiv- 
ables there seems to be no good rea- 
son why in most cases the controller’s 
organization should not run the trial 
balances and prepare the ageing classi- 
fication of receivable ledgers. These 
trial balances and ageing sheets can 
then be turned over to the auditor for 
detail checking back to the ledgers 
and any other verification that they 
may want to make. If the auditor is to 
circularize any large number of the 
accounts, he can select independently 
the accounts to be thus verified and 
then obtain the clerical and typing 
help from the controller’s department 
for getting out these verification let- 
ters. 

Transcripts of bad debt reserves for 
the year with any detail on charge-offs 
required by the auditor can also be 
prepared by the controller's staff. All 
special analyses and studies made by 
the controller of trends in bad debt 
losses and delinquent accounts should 
be made available to the auditor for 
his review. Contacts with the head 
of the credit and collection depart- 
ment should also be readily established 
for the auditor. The results of ac- 
count circularization and _ verification 
during the year by the controller’s in- 
ternal staff should be summarized for 
the auditor’s review and consideration. 

The cash verification is usually a 
difficult thing on which to coordinate 
the work of the controller and the aud- 
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itor. However, in cases where there 
are many bank accounts to be recon- 
ciled this is quite important and can 
be done if the corporation has a good 
sound internal check in the handling 
of bank transactions. Auditors now 
usually require a cash cut-off and a 
second back reconciliation shortly after 
the audit date. Under these circum- 
stances the controller's organization 
can prepare the bank reconciliations 
for the balance sheet date and turn 
copies of these reconciliations, checks, 
and back statements over to the aud- 
itors for their detail check and exami- 
nation. Then the auditors can take 
complete and independent charge of 
the second reconciliation, receiving 
statements and cancelled checks direct 
from the banks. Usually these second 
reconciliation statements include much 
fewer cancelled checks than do month- 
end statements, thus taking less time 
for reconciliation work. This is par- 
ticularly important where a large num- 
ber of bank accounts exist. 

For fixed properties, deferred 
charges, reserves and other items of 
this type the controller's organization 
can well prepare detail transcripts or 
analyses of ledger accounts for the 
auditors to use in their verification 
work and for their final retention. In 
such cases the controller's clerks can 
also pull invoices and other original 
documents from the files for the aud- 
itor’s use. The controller's staff can 
also be of valuable assistance in pre- 
paring any special detail analyses or 
comparative schedules on these ac- 
counts that the auditor may want. 


MANUAL OF ACCOUNTING 
PROCEDURE 


Even more important than this co- 
ordination in the detail audit work on 
specific accounts is the review of ac- 
counting procedures and policies that 
should take place between the con- 
troller and the auditor. Any good ac- 
counting department should have its 
accounting procedures written up in 
classified manual form of some kind. 
The auditor should review a current 
copy of this manual each year and give 
particular attention to new or changed 
procedures or policies since the previ- 
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ous audit. Changes of personnel in 
key positions should also be given 
consideration in relation to the audit 
verification required on the work of 
such departments. The status of the 
strength of the controller and his de- 
gree of independent position within 
the organization is a very important 
point to be checked each year by the 
auditor in considering the reasonable 
audit needs of the company. All of 
this review of accounting procedures, 
policies, personnel, and the like, should 
be fully and frankly discussed with 
the controller. More than anything 
else such a discussion each year will 
bring about improvements in the con- 
troller’s operation that will make pos- 
sible a more safe and satisfactory co- 
ordination of his work with that of 
the public auditor. 

The foregoing comments are suffi- 
cient to show the extensive field in 
which the controller's work and the 
auditor's work can in a practical way 
be definitely coordinated in year-end 
closings and audits. In many cases, 
particularly in large organizations, the 
larger part of this work done for the 
auditor is done anyway, but possibly 
in a little different form, by the con- 
troller’s internal audit staff in their 
regular work. In such instances this 
coordination with the auditor requires 
no great amount of extra work from 
the controller’s organization. In any 
case this is the much more economical 
way to do the audit. It is, of course, 
true that the auditor in accepting an 
arrangement of this kind must first sat- 
isfy himself that the controller is meet- 
ing the five requirements of a good 
control-accounting operation that were 
outlined earlier in this discussion. 
Otherwise an attempt at this rather 
complete coordination with the control- 
ler’s work would hardly be sound from 
an audit standpoint. It is an arrange- 
ment, however, that can be satisfac- 
torily worked out regardless of the size 
of the company between any controller 
and his public auditor if each measures 
up to his requirements of performance. 

Just a brief word now on the re- 
port which the auditor renders on the 
completion of his assignment. Per- 
sonally I believe there are very few 
corporations today that get any really 





great value out of the long form and 
somewhat old-fashioned audit report 
which recites in some detail the veri- 
fication work that was done on each 
balance sheet account and also attempts 
to make some comments on compar- 
ative operating results of the past two 
years. Fortunately this type of a re- 
port is seen very much less frequently 
now than was the case a number of 
years ago. Like anything else its lack 
of sufficient real value is apparently 
causing it to fade out of the picture. 

However, I do believe that the au- 
ditor should give his client some- 
thing more than half a dozen copies 
of the summary financial statements 
and an appended auditor’s certificate. 
This additional something can be in 
the form of a letter to the company’s 
president with a copy to the control- 
ler. In this letter the auditor should 
comment in a brief, specific and prac- 
tical way on the condition of the 
company’s accounting and control 
work. This would cover the major 
points of procedures, policies, organ- 
ization, and execution of the work 
of the controller's organization. This 
letter should particularly cover those 
points where weaknesses exist and 
improvement is needed. 

The auditor should stay away com- 
pletely from any flavor of trying to 
tell the president or the controller 
how to run their business. But if 
well done this practice can have a 
very good influence in improving 
corporations’ accounting work and 
making it more valuable to manage- 
ment and also in safeguarding the 
auditor's position. This practice also 
tends to produce a better audit as it 
requires the auditor to pay more at- 
tention to the machinery back of the 
trial balance than has been true in 
many cases in the past. 

This informal letter should usually 
be reviewed in advance with the con- 
troller. This has the result of reduc- 
ing the letter to essentials. It also 
avoids later difficulty for the auditor 
in statements on which he may not 
have been completely informed. It 
goes without saying that the impor- 
tant deficiencies criticized by the au- 
ditor in these letters should be cor- 

(Please turn to page 98) 
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Economical Public Audit 

(Continued from page 96) 
rected promptly by the corporation. 
In my opinion, this letter and the 
method of handling it has great pos- 
sibilities for developing a greater co- 
ordination of the controller's and the 
public auditor’s work and at the same 
time it affords a practical value to 
the corporation’s management that is 
many times completely missed in 
year-end audits. 

I hope I have not seemed to be 
promoting an unsound inter-depend- 
ence between controllers and public 
auditors. The coordination of direct 
responsibilities is an entirely differ- 
ent thing than the development of a 
condition of inter-dependence be- 
tween controllers and public au- 
ditors. This danger of inter-depend- 
ence will never become very real if 
the controller knows his job and 
functions as a controller should. 
Neither will it become serious if the 
auditor is a careful, conscientious 
workman with a practical conception 
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of the things which are his direct re- 
sponsibility and the things which 
must be left to the direct responsibil- 
ity of the controller and the manage- 
ment of the corporation. 

In my opinion, many of the arti- 
cles written during the past year on 
the extension of audit work (and 
some of them have been seriously 
considered by the public auditing 
profession) are unfortunate and will 
prove to be valueless, highly imprac- 
tical, and in many cases not at all 
usable. You probably surmise that I 
am thinking about that much dis- 
cussed plan of public auditors tak- 
ing the responsibility for the quan- 
tities and condition of inventories. 
In passing I should like to give any 
public auditor who is promoting this 
idea a few specific cases on which to 
work. 


Must KEEP RESPONSIBILITIES 
SEPARATE 


In conclusion, let us as controllers 
not overlook for a moment the fact 


that the accuracy of records, the ad- 
ministration of sound accounting 
policies and procedures, the proper 
valuation of assets, an efficient ac- 
counting operation, and the main- 
tenance of adequate internal checks, 
are all the direct responsibility of 
corporation controllers and the man- 
agements which they represent. 
These responsibilities must not be 
confused with those of the public 
auditor. He can be of service to us in 
our handling of these duties but he 
can never soundly assume a direct re- 
sponsibility for them. The auditor 
can only make an independent check 
of our work at the end of the year 
and determine within certain limita- 
tions whether or not the accounts are 
properly stated and whether a good 
job is being done. Coordination be- 
tween controller and auditor in this 
operation is desirable and feasible, 
but misconceptions or lack of under- 
standing concerning jurisdiction and 
direct responsibilities are dangers to 
be guarded against at all times. 
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To the Editor: 

The events of 1939, in the field of con- 
trollership, as summarized in the January 
number, expressed very definitely the atti- 
tude and thinking of others toward control- 
lership, and made it apparent that certain 
of these events precipitated a general awak- 
ening to a greater need for the controller, 
clothed with adequate authority to meet his 
responsibilities. 

As to 1940, if we continue to improve 
upon what we have already accomplished, 
at the close of the year we should be able 
to look back with considerable satisfaction. 

Victor C. SEITER, 
Controller, Citizens Gas & Coke 
Utility, Indianapolis 


Suggests Drafting of Standard 
Budget Form 
To the Editor: 

I get a lot of information and help from 
THE CONTROLLER. 

It is true, of course, that many of our 
members have written papers and have 
done good work through various commit- 
tees on budgetary matters. I should like 
to know whether we have tried to arrive at 
anything that would be in the general di- 


rection of a general standard budget that 
could be termed uniform for almost uni- 
versal usage. 

Possibly one of the largest Controls could 
appoint a special committee to have the 
working out of a standard budget for its 
year’s job. The outline or set-up could be 
divided into four general classes of busi- 
ness, such as: 

Manufacturing Companies 

Department Stores 

Retail Companies 

Wholesale Companies 

Public Utilities and possibly one or two 

other businesses. 

I should like to suggest that in one of 
your early issues of THE CONTROLLER you 
give about a half a page of space to a sum- 
mary of the total number of members in 
each of the Controls, with the names of the 
officers for each control. 

A. W. PRICE, 
Memphis Gas and Water Division, 
City of Memphis 


WARNS AGAINST TACKLING 
TOO MANY SUBJECTS 
To the Editor: 


In reviewing past developments in the 
light of the national organization, as well 


as our local control, I have found that the 
subject matters printed in “The Controller” 
or discussed at our local meetings have al- 
ways been educational and interesting. How- 
ever, I do feel that there is danger of our 
organization covering too wide a range of 
controllers’ duties. It is only natural that 
if we try to follov’ too many subjects at one 
time, we shall not pursue any one to ef- 
fective conclusion to the extent that would 
be done if the activities were not as broad. 

There is no question in my mind but that 
the work done has been efficient, for of 
course results speak for themselves. There- 
fore, the only suggestion I can make is that 
the activities be restricted somewhat along 
the line of common and fundamental in- 
terest to all controllers, regardless of com- 
pany or industry. 

A. T. LEIMBACH, 
Edison Brothers Stores, Inc., 
St. Louis. 


Eastern Spring Conference of Con- 
trollers, Waldorf-Astoria Hotel, New 
York City, Monday, May 20. Mr. J. F. 
Twomey, of National Dairy Products 
Corporation, is Chairman of the com- 
mittee in charge. 
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Now for the first time you can get an accurate, 
printed record of every figuring problem, with 
ONLY ONE RUN of the figures! 






































It’s direct...it’s automatic...and every factor of every problem is 
printed on the tape. Here’s a problem in percentages— the kind 
that most businesses encounter every day. The salesman’s salary 
and expenses for the week were $124.87. His sales totalled 
$1,974.53. The tape shows the sales expense to be 6.32%. 


*g MULTIPLICATION... 1940- STYLE 


# 
5 . v It’s electric... it’s fast...and again, all factors are printed on 
5 we the tape. Here is what the tape looks like when you’re ex- 
% 0 tending orders or pricing requisitions or computing payrolls, 
6 inventories, etc. 24 items at $2.14, 36 items at $5.50 and 14 


items at $10.50 total $396.36. 


@ Mechanical division and multiplication, with the whole answer in 
printed form, is one of the modern miracles you have come to expect 
in this inventive age. These two problems show more than that. They 
have opened the eyes of executives in every line of business to one 
important fact... here is a way to insure positive accuracy to business 
arithmetic, without the slightest loss in figuring speed. You can put 
this modern miracle to work for you. Think how many times you can 
profitably use a printed record of important calculations... then in- 
vestigate this business machine that means business! 


The only machine in the world that can produce 
these tapes ... the only one that gives you a 
permanent record of every figuring problem 
you have. If you value accuracy that’s proven 
the first time and printed . . . if you dislike the 
delay and uncertainty of running the figures a 
second time and copying the result from dials 
... then byall means see the Printing Calculator. 
It’s a sensational machine and it does sensation- 
al things. You owe it to yourself to get a free 
and complete demonstration. Phone our near- 
est branch office today! 


Remington Rand Inc. 
BUFFALO :: NEW YORK 
IN CANADA: 199 BAY STREET, TORONTO 











WORLD'S LARGEST MAKERS OF ADDING AND BOOKKEEPING MACHINES, SYSTEMS AND EQUIPMENT 
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A new procedure has been evolved 
by a controller of a business house 
in New York City, with respect to 
the statements which have been re- 
quired from him by the public ac- 
counting firm which conducts the 
annual audit of his company’s assets 
and transactions. This controller is 
a member of The Controllers Insti- 
tute of America. He has described 
the procedure which he followed this 
year when the public accountants laid 
before him a form for his signature, 
which was in effect a certificate to 
the public accountant concerning in- 
ventories, contingent liabilities, and 
other items. This controller has re- 
quested that his name not be made 
public. 

The new procedure, stated simply, 
is to sign the printed form, and to give 
the public accountants a letter, or mem- 
orandum,*which in effect “qualifies” 
the statement to the public accountants. 

This plan is merely to adopt the 
“qualification” idea which has been 
used for so many years by public ac- 
countants in attaching what were 
formerly known as certificates to fi- 
nancial statements, and which under 
modern practice are now known as 
accountants’ reports. 

“It hardly seems fair for the pub- 
lic accountants to require a flat, un- 
qualified statement from the con- 
troller as to inventories, contingent 
liabilities and the like, especially if 
they plan to make a qualified re- 
port,” said this controller. “Of 
course, controllers and other com- 
pany officials are in a position to be 
better informed with respect to these 
matters than the public accountants 
can hope to be, but there can be no 
certainty on the part of controllers 
concerning contingencies, and in- 
ventory figures can never be exactly 
correct. There must always be some 


elasticity, some margin for error. It 
is usually small in well conducted 





New Procedure: “Qualify” Statements 
Made to Public Accountants 


companies, and can have no appre- 
ciable bearing on the financial post- 
tion of a sizable concern. Yet a flat, 
unqualified statement should not be 
made.” 

This controller amended the form 
presented by the public accountants 
by qualifying his statements concerning 
inventories, contingent liabilities, and 
the other items included in the public 
accountants’ form. This arrangement 
was accepted by the public accountants. 

Commenting further on this pro- 
cedure, this controller said: 

“It is customary, as you know, for 
the financial executive to sign cer- 
tain statements for the certified ac- 
countants on the completion of the 
annual audit. It seems to me that 
the person signing these statements 
should consider carefully the word- 
ing of such statements, and unless 
he can on his own definite knowledge 
sign these statements, it might be bet- 
ter to qualify them in the same man- 
ner that the auditing firms would 
qualify their certification. 

“Take, for example, the question 
of inventory. The financial execu- 
tive does not take the physical inven- 
tory. He relies on the accounting 
and auditing departments for this. 
He can not affirm that the material 
stated in the inventory is there, nor 
can he certify as to the prices used 
in computing the inventory. To certify 
definitely to this he would have to do 
the work for which the accounting and 
auditing divisions are paid and with 
which they should be thoroughly fa- 
miliar. It seems to me that the most 
he can do is to make a statement that 
the inventory has been taken in ac- 
cordance with a consistent practice fol- 
lowed in preceding years under the di- 
rection of the auditor or some other 
accounting department head, and that 
it has been checked, differences noted, 
and so on, all of which information is 
available to the auditing firm. 
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“In answer to the question as to any 
contingent liabilities not disclosed by 
the books, in which particular empha- 
sis is placed on tax assessments or tax 
controversies which are open, it seems 
to me that if there are any tax matters 
open it would be well to make a clean 
cut statement of them. The auditing 
firm’s guess on the outcome of any 
outstanding tax matter is as good as 
that of the financial executive.” 


SCHEDULES WILL SERVE 
FOR TWO FILINGS 

The Securities and Exchange Com- 
mission announces that it will again 
furnish to registrants filing annual re- 
ports on Forms 12-K and 12A-K 
printed copies of the “Extract from 
Annual Report Form A of the Inter- 
state Commerce Commission.” Com- 
panies which report to the Interstate 
Commerce Commission on Form A are 
permitted, in connection with reports 
to the Securities and Exchange Com- 
mission on Forms 12-K and 12A-K, to 
file the schedules contained in the ex- 
tract in lieu of a complete Form A. 
The list of schedules of Form A con- 
tained in the extract is the same as that 
published last year. However, certain 
minor changes have been made in 
some of the schedules, and the instruc- 
tions and footnotes to various sched- 
ules have been changed to conform 
with the changes made by the Inter- 
state Commerce Commission in Form A 
for the year ended December 31, 1939. 

Printed copies of the various other 
forms of the Interstate Commerce 
Commission and the Federal Commu- 
nications Commission are available and 
will be furnished by the Securities and 
Exchange Commission to any regis- 
trant which desires to use them and 
which notifies the Commission of the 
exact number of copies which it will re- 
quire and the names of the companies 
for which the copies will be needed. 
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Here—tThree Books Every Controller Will Want 








JUST PUBLISHED 


The Analysis and Control of 
Distribution Costs 


for Sales Executives and Accountants 
By J. Brooks Heckert, C.P.A. 


“mmtcce = 


HIS important new book brings together THe 

in one place a survey of the various meth- jRA3ss 
ods and procedures which are being practically ne 
applied to reduce the cost of getting goods 
into customers’ hands. It suggests organized, 
systematic ways of going at the problem of 
establishing suitable procedures for a com- 
pany—or improving present ones. Covers . . 


COMTROI 


Problems and Method of Distribution Cost 








Analysis. 

ANALYSIS—by Territories; by Commodities; by Channels of Dis- 
tribution and Methods of Sale; by Customers; by Size of Orders; 
by Organization and Operating D‘visions. Other Analyses. Dis- 
tribution Cost Standards and Control. 7 : 

CONTROL—of Direct Selling Expense; of Advertising and Sales 
Promotional Expense; of Transportation Expense; of Warehouse 
and Handling Expense; of Credit and Collection Expense; oi 
Financial and General Distribution Expense. ey ; 

The Distribution Cost Budget. Accounting for Distribution 
Costs. Distribution Cost Reports, Government Regulation. 
Throughout, the author has considered the problem from the 

viewpoints both of the accountant and of the sales or marketing 
executive,—both of whom must work in close codperation if the 
results are to be effective. The book will help you to understand 
company sales problems, and to translate cost figures into signals 
by means of which those directing sales can act. It may enable you 
to point the way to results which for years heads of the company 


have wanted to accomplish. $5.00 





Accounting Concepts 
of Profit 


By Stephen Gilman, C.P.A. 


Vice-President and Educational Director, 
International Accountants Society, Inc. 


EALS with one of the big developments 

in accounting of our generation—the 
fundamental shift in emphasis, during the last 
few years, from the balance sheet to profit 
and loss viewpoint. 


This shift is unmistakable—and has far-reaching practical con- 
sequences. You have sensed it in situations concerning costs, inven- 
tories, accounting periods, direct charges to surplus, and so on 
where application of certain conventions and procedures has re- 
sulted in awkward, annoying inconsistencies. 

ITHIN the limits of your time, you have of course followed 
W oltre aspects of this development, as reflected in books, 
business and professional journals, bulletins, and other sources. 

Now, in Accounting Concepts of Profit, Mr. Gilman brings you a 
clear, satisfying summary and interpretation of all that this change 
stands for—of its full implications in handling the kind of question 
you are up against today. He has analyzed current arguments and 
viewpoints ; the trends of accounting thought indicated ; the specific 
effects upon accounting standards and practices. 5.00 


“Well worthy of being read by every controller as well as by 
every other member of the accounting profession’ —’’The Con- 
troller.’’ 





















15 East 26th Street 


ESTABLISHED 1900 


Accounting Requirements of 
The Securities and 
Exchange Commission 


for the Preparation of Financial Statements f 





By B. Bernard Greidinger, 
Ph.D., C.P.A. 


COMPREHENSIVE, co6rdi- 

nated presentation of the Commis- 
sion’s accounting requirements. It 
draws their pattern especially as dis- 
closed in amendments to registration 
statements made in response to the 
Commission’s deficiency letters. “. . . . 
The control exerted by the Securities 
and Exchange Commission has become one of the most pressing 
and important phases of accounting practice,” says the New York 
Certified Public Accountant. : 





In preparing the material for this book, Dr. Greidinger has had 
to go through hundreds of registration statements: compare the 
original and the successive amendments; arrive at specific form 
and procedure which Commission found acceptable. 


_Instructions prescribed by the Commission for the preparation 
of balance sheets, profit and ioss statements, supporting schedules 
and footnotes required, as well as the accountants’ certificate, are 
made the subject of extended discussion. Interpretations of these 
are supported with analysis of deficient and amended financial re- 
ports and certificates. 


From these cases, you can see methods to be followed, methods 
to be avoided. You get a clear grasp of the Commission’s require- 
ments for the preparation of reports, and an insight into that body’s 
views on what is and is not correct accounting practice. $5.00 





SEND FOR THESE OUTSTANDING VOLUMES and see for your- 
self how much they have to offer you on urgent problems you 
may be facing today. Use order form below. 





THE RONALD PRESS COMPANY 
Dept. M378, 15 East 26th St., N. Y.C. 


| | 
Please send me a copy of each of the books checked: 7 
(C1 Distribution Costs, Heckert...............0c ee eee $5.00 | 
[) Accounting Concepts of Profit, Gilman............ 

| (1 Accounting Requirements of SEC, Greidinger...... | 
| | 
| | 
| 


Within 5 days after the books reach me, I will remit the price 
stated, plus a few cents for delivery. Or, if they are not satis- 
factory, I will return them to you within that period. 


AR eosid alsa @cines caesar te pane wees Position js csc<ces | 
(must be filled in unless you send cash) | 


Business 


GREG. om Go sik ce cce econ ad cw ae heed dea a ee ae aes | 


Fo ROP fe ee ery Neer l 





New York, N. Y. 














Accounting Opinion of SEC Deals with 
Form of Accountants Certificates 


The Securities and Exchange Com- 
mission has made public an opinion 
in its Accounting Series dealing with 
the form of accountants’ certificates. 
The opinion prepared by William 
W. Werntz, chief accountant, follows: 

“In a recent case a registrant had 
not maintained cash books, journals, 
other books of original entry or 
ledgers during the period covered by 
the financial statements filed by it 
with the Commission. Its files, how- 
ever, contained original underlying 
data such as cancelled checks, check 
stubs, bank statements, purchase orders, 
vendors invoices, sales orders and du- 
plicate sales invoices. 

“In order to prepare 
statements it was deemed necessary 
by the independent accountants who 
certified the statements that the cash 
transactions and sales be recorded in 
books of original entry and in turn 
posted to a general ledger and that the 
books then be adjusted to an accrual 
basis. The entry and analysis of the 
transactions in formal books of account 
were carried out by one of the firm’s 
junior accountants, loaned on a per diem 
basis, and by an officer of the com- 
pany. The accountants maintained 
that this preliminary work consisted 
merely of classifying and summariz- 
ing records of transactions prepared 
by employees of the company at the 
time of the transaction. However, 
in many cases notations as to the 
purpose of disbursements had not 
been made on the check stubs con- 
temporaneously with the transaction 
and accordingly it was necessary to 
rely in such cases upon the memory 
of an officer of the registrant in clas- 
sifying and recording disbursements. 

“Upon the completion of this pre- 
certifying ac- 


financial 


liminary work the 


countants found that satisfactory de- 
termination had not been made of 
the balances in certain of the regis- 
trant’s asset, liability and income and 





expense accounts. In the second or 
audit phase of the engagement the 
accountants therefore deemed it nec- 
essary to undertake work of a special 
nature and in some instances to make 
original determinations as to the 
amounts of such accounts. 

As an illustration of the condi- 
tion of the accounts, it may be 
pointed out that in making their 
examination the accountants deter- 
mined that certain payments by cus- 
tomers had not been reflected in the 
accounts. Upon inquiry the account- 
ants learned that the amounts unac- 
counted for had been received for 
the account of the registrant by a 
company affiliated with the regis- 
trant, or by an officer of the regis- 
trant, or by the registrant’s principal 
vendor. These amounts were there- 
after taken into consideration by the 
accountants in determining the balances 
due to the affiliate, the officer, and 
the supplier, as well as in accounting 
for the proceeds of sales and the 
balances due from customers. It 
thus appears that the accountants 
rather than employees of the regis- 
trant made the only ‘realistic deter- 
mination of these particular balances 
and that such determination was not 
based solely on underlying records 
of the registrant made by its em- 
ployees, contemporaneously with the 
transaction. 

“After thus ascertaining that a 
balance of $54,000 was owing by the 
registrant to its affiliate as of De- 
cember 31, 1938, the accountants re- 
quested a written confirmation of 
this amount from the affiliate. After 
a confirmation of the amount had 
been received, the accountants in the 
course of other necessary work 
learned of transactions which ap- 
peared to reduce the amount owing 
by the registrant to its affiliate to 
$39,000. Confirmation of this new 
amount, $15,000 less than the orig- 
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inal balance, was also requested and 
obtained from the affiliate in due 
course. This difference was in large 
part accounted for by a deposit by 
the registrant with a vendor in con- 
nection with a purchase order. Sub- 
sequently, the vendor paid over to 
the registrant's afhliate the amount 
of the deposit as a refund. However, 
the officer responsible for the ac- 
counts of both the registrant and its 
affiliate apparently had no knowledge 
of this transaction until discovered 
by the accountants and called to his 
attention. Thus it appears that at 
no time had either of these compa- 
nies independently determined _ the 
status of the account between them. 
Similar confusion existed in the reg- 
istrant’s accounts with its officers and 
with its principal vendor. 

“Such circumstances as these led 
the accountants to extend their in- 
vestigations to such an extent as to 
approach the character of a detailed 
audit. Upon the completion of the 
audit entries were prepared by the 
accountants for the purpose of ad- 
justing the registrant’s accounts to 
reflect the proper assets and _liabili- 
ties and to place the accounts on an 
accrual basis. In my opinion, these 
entries were of a character and extent 
that would not ordinarily be effected 
in the course of an audit such as is 
contemplated by the form of certificate 
furnished by these accountants. 

“Notwithstanding these unusual 
circumstances the certificate furnished 
by the accountants to accompany the 
financial statements filed with the 
Commission stated that: 

‘In connection therewith we examined or 
tested accounting records of the corpora- 
tion and other supporting evidence and ob- 
tained information and explanations from 
its officers and employees and made sub- 
stantial tests of the income and expense 
accounts for the period under review.’ 

“The certificate also stated that 
the financial statements: 
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'.. . fairly present, in accordance with 
accepted principles of accounting consist- 
ently maintained by the corporation during 
the period under review its position... 
and the results of its operations... . 


“Disclosure of certain of the pro- 
cedures followed by the accountants 
was made in notes to the registrant's 
statement of profit and loss. In ad- 
dition various notes to the regis- 
trant’s balance sheet contained par- 
tial disclosure as to the scope of the 
accountants’ audit with respect to 
particular balance sheet accounts. 

“In my opinion when a registrant 
during the period under review has 
not maintained records adequate for 
the purpose of preparing compre- 
hensive and dependable financial 
statements, that fact should be dis- 
closed.1 If, because of the absence 
or gross inadequacy of accounting 
records maintained by a registrant, it 
is necessary to have essential books 
of account prepared retroactively 
and for the accountant to enlarge the 
scope of the audit to the extent in- 
dicated in order to be able to express 
his opinion, these facts also should 
be disclosed, and I believe it is mis- 
leading, notwithstanding partial dis- 
closure by footnotes as in the instant 
case, to furnish a certificate which 
implies that the accountant was sat- 
isfied to express an opinion based on 
a test-check audit.2 Moreover, it is 
misleading, in my opinion, to state 
or imply that accepted principles of 
accounting have been consistently 
followed by a registrant during the 
period under review if in fact during 
such period books of account were 
not maintained by a registrant or 
were grossly inadequate, or if it has 
been necessary for the accountant to 
1In this connection it should be noted that 
under somewhat similar circumstances the Com- 
mission in stop-order opinions has previously 
held that an accountant certifying financial data 
is under a duty to disclose the existence of areas 
of information about which there is consider- 
able doubt. See In the Matter of Livingston 
Mining Company, 2 S.E.C. 141, 148; In the 
Matter of Platoro Gold Mines, Inc., Securities 
Act Release No. 1807. 

2 Although not in question here, the status of 
accountants as independent experts may be 
jeopardized when employees of the certifying 
accountants prepare the registrant’s ledgers and 
books of original entry or when the accountants’ 
work becomes a substitute for management’s ac- 
counting of its stewardship rather than a check 
upon that accounting. Cf. In the Matter of In- 


terstate Hosiery Mills, Inc., Securities Exchange 
Act Release No. 2048, 


The Controller, March, 1940 


make pervasive and extraordinary 
adjustments of the character under 
consideration.” 


PACIFIC COAST CONFER- 
ENCE AT LOS ANGELES 
A Pacific Coast Conference of Con- 
trollers has definitely been decided 
upon, to be held at Los Angeles. The 
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tentative date is Saturday, May 18. 

The first Pacific Coast Conference 
was held last spring, in San Fran- 
cisco. It was liberally supported by 
members of the Los Angeles Con- 
trol, and this year many members of 
the San Francisco Control are plan- 
ning to attend the Conference in Los 
Angeles. 
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Ask any public relations counsel. He'll tell you what queer no- 
tions people get about corporations and public service institutions. 


Take LETTERHEADS, for example . . . 


If you write to customers on the same sort of letterhead paper 
used by any hole-in-the-wall enterprise, likely as not they assume 
you're in the same category. They never understand that cheap 
paper costs only a trifle less than really fine paper. 


That’s why so many companies that value a good public opinion 
use 100% rag bond for their letterheads, notices, documents and 
other printed pieces. Weston’s DEFIANCE BOND (100% rag 
content) leaves no room for false impressions. Its greater strength 
and crispness, its striking whiteness, its very perfection speak so 
eloquently of stability and responsibility. 


Ask to have your next order of letterheads on DEFIANCE 
BOND. You'll be impressed with the difference. 


IS PAPER YOUR RESPONSIBILITY? 


You'll profit by the ideas and technical information in the publication, We 


Papers Issued regularly for the benefit of paper buyers For 


wit BYRON WESTON CO., DALTON, MASS. Dep: ¢ 






ACCOUNTING FOR DISTRIBUTION 
COSTS; a 42-page pamphlet prepared and 
published by the Policyholders Service Bu- 
reau, Metropolitan Life Insurance Company. 
This is a survey of the practices of 46 
organizations. “It is becoming more gen- 
erally recognized that the cost of selling 
and distributing goods by manufacturers 
varies widely between individual orders, 
customers, sales territories, and products. 
Moreover, with the cost of distribution in- 
creasing and often constituting a substan- 
tial proportion of the revenue received from 
sales, the inaccurate accounting or alloca- 
tion of such costs may have a far-reaching 
effect on prices and profits.” .... "A 
growing sense of the need for more infor- 
mation has been accentuated by recent leg- 
islation, notably the Robinson Patman Act.” 
Among the companies surveyed, distribu- 
tion costs are used for pricing purposes to 
establish differentials between products, 
sizes of orders, classes of customers, and 
territories. They are used in the control of 
operations to determine products, distribu- 
tion channels, order sizes or methods of 
delivery; to measure advertising results; to 
formulate plans and in measuring methods 
for compensating salesmen; to obtain bet- 
ter coverage of markets; and to control 
marketing and general operating costs. 


REVIEWS of Recent Business Publications 


Controllers who are convinced that they 
want to “allocate” marketing costs will find 
28 pages telling them how these 46 com- 
panies do it. Those who are not convinced 
that the cost accounting procedure for al- 


locating a small margin of indirect costs in- 


the factory has any great virtue in itself 
when applied to marketing costs, which are 
almost entirely indirect, may find nothing 
here to change their minds. 

Reviewed by E. STEWART FREEMAN. 


1938 DEPARTMENTAL MERCHANDIS- 
ING AND OPERATING RESULTS of De- 
partment Stores and Specialty Stores, a 78- 
page pamphlet published by the Controllers 
Congress, National Retail Dry Goods Asso- 
ciation, and prepared by its general man- 
ager, H. I. Kleinhaus and his assistants. $2 
to members, $5 to others. 

“The operating profit of the typical de- 
partment or larger specialty store for the 
year 1938 approached the vanishing point. 
An increase in unemployment taxes which 
was called for in most states, a rise in the 
ratio of selling salaries, and a reduction of 
7 per cent. in the dollar volume of sales 
were the factors contributing to the decline 
of profit” from 1.6 per cent. for 1935 and 
1937 and 2.6 per cent. for 1936, to 0.3 per 
cent. for 1938. 





Fifty-four pages of tables show merchan. 
dising statistics (e.g., markons, markdowns, 


shortage, cash discounts, gross margins, f 
stock turns, sales change, sales returns, f 
average sales spring and fall, sales per 


square foot of selling space, ages of stocks), 
operating expenses (administration, occu. 
pancy, publicity, buying, selling, and the 


like) and net profit or loss by merchandise § 


departments and size of store. The tables 
show both typical performance and planning 
goal figures. 

Reviewed by E. STEWART FREEMAN. 


HANDBOOK OF COMMERCIAL AND 
FINANCIAL SERVICES, published by Spe. 


cial Libraries Association 345 Hudson St, 


New York City. $2. 

This is a 70-page pamphlet in which 263 
commercial and financial services and pub- 
lications are listed alphabetically with de. 
scriptions of each, ranging in length from 
two lines for some to two pages for others. 
The nature of the service performed, the 
type, contents, and frequency of publica- 
tions, the prices, and other pertinent facts 
are given. This is a 1939 revision of a 
handbook published in 1931. It would be 
a useful work of reference for any con- 
troller. 

Reviewed by E. STEWART FREEMAN. 
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BOOK REVIEWS 








NEW YORK CERTIFIED PUBLIC AC- 
COUNTANT, published monthly by The 
New York State Society of Certified Public 
Accountants. New York, N. Y. $2 a year. 
25¢ a copy. 

The October issue contains an interesting 
case study of employee frauds, and also 
an article on “The application of the Key- 
sort and Pegboard to the Large and Small 
Business,” by Lucius H. Coleman. 

The November issue contains papers pre- 
sented at the Seventeenth Annual Fall Con- 
ference of the New York State Society of 
Certified Public Accountants, largely on au- 
diting procedure. The topics include “The 
Effect of Extensions of Auditing Procedure 
on the Accountant’s Practice and Reports,” 
Confirmation of Receivables,” “Inventories,” 
and “The ‘Mechanics’ of Confirmation of 
Inventories.” 

The December issue is devoted princi- 
pally to federal taxation, the titles includ- 
ing “Net Operating Losses and Corporate 
Capital Gains and Losses under the Revenue 
Act of 1939,’ “Some Tax Problems in In- 
ventorying under the Last-in, First-out 
Method,” ‘Federal Tax Procedural Ques- 
tions,” “Decentralization,” “Significant Fed- 
eral Tax Decisions, Rulings of the Past 
Year,’ and “Changes in the Social Secur- 
ity Laws during 1939.” 

Reviewed by E. STEWART FREEMAN. 


MANUAL OF TEACHERS’ COLLEGE 
ACCOUNTING, by Professor Edward V. 
Miles, Jr. Published by the American Coun- 
cil on Education, Washington, D. C., 190 
pages. 

This book, which is a manual of account- 
ing procedure, was prepared especially for 
teachers’ colleges. It is comprehensive 
enough to be used as a guide by colleges in 
general. 

The National Committee on Standard Re- 
ports for Institutions of Higher Education 
released its publication, ‘Financial Reports 
for Colleges and Universities,” in 1935. 
Very little consideration was given by the 
Committee to the developement of an ac- 
counting system to record data for compil- 
ing the reports. After a study of account- 
ing systems of the several states, this 
manual was written with a view of propos- 
ing a system to provide information neces- 
sary for preparing reports as recommended 
by the National Committee, and at the same 
time to meet the requirements of the various 
states and to provide a uniform accounting 
system for colleges. 

In the first few chapters are presented a 
Comprehensive Chart of Accounts, and a 
brief outline of a Budget Procedure and its 
application to the requirements of a col- 


lege. Chapters four to seven cover the ac- 
counting for the various funds such as Cur- 
rent Funds, that is, those covering current 
operating income and expenditures; Endow- 
ment and Other Nonexpendable Funds, such 
as Annuities; Plant Funds, that is, expendi- 
tures for buildings and equipment; and 
Loan and Agency Funds. Each of these 
funds is described in detail and the trans- 
actions are illustrated in journalized form, 
which makes them easy to follow and un- 
derstand. 

Chapter eight is devoted to the presenta- 
tion of twenty forms. These are illustrated 
and explained in detail and are the nucleus 
of the system. They provide for cash re- 
ceipts and disbursements and for the vari- 
ous voucher journals and ledgers. Financial 
Statements and Reports are treated in the 
last chapter. They follow the recommenda- 
tions of the National Committee and have 
also been made to conform to the State 
Teachers College’s requirements in the 
various states. 

The statements and reports are illustrated, 
being filled in with mythical transactions. 

The book is well written and easy to read. 
It should be of real value in moving toward 
a more uniform system of accounting in 


colleges. Reviewed by L. W. JAEGER. 


DUN’S REVIEW for February, 1940, 
publishes an interesting article on ‘“Hid- 
den Labor Costs’ by Elmer F. Andrews, 
formerly administrator, Wages and Hours 
Division, United States Department of 
Labor. Other articles are “Who Buys 
What on the Installment Plan?” by Ralph 
A. Young, chairman, Department of Eco- 
nomics, Wharton School, University of 
Pennsylvania, and Blanche Bernstein, re- 
search assistant, Financial Research Proj- 
ect, National Bureau of Economics Re- 
search; “Inventories during the World 
War—the Record of 111 Companies’’— 
by Willard L. Thorp, director of eco- 
nomics research, Dun & Bradstreet, Inc. 
and Helen Brown Russell of the same 
company: ‘Lean Years for the Railroads” 
by Lester Velie, financial editor, “The 
Journal of Commerce.” Several inform- 
ative statistical reports are also included 
in this issue. 

Reviewed by Harvey M. KELLEY. 


LINDAHL VISITS 
PITTSBURGH CONTROL 


President Oscar N. Lindahl, of the CIA, 
attended a meeting of the Pittsburgh Con- 
trol on February 29, and addressed the 
members briefly. He also attended the 
weekly luncheon of the Control on the 
same day. 
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Tue boss never was much on details. 
But he used to rave when we couldn’t 
find papers the minute he asked for 
them! 
‘And then our stationer gave me a sam- 
ple Acco Fastener and | used it to bind 
the pages of a complicated quotation. 
Boy! Was the boss tickled when he saw 
it! 
“‘Now all our files are in perfect order. 
We use Acco Fasteners to bind all our 
records. And the boss hasn’t had a com- 
plaint to make since. Says Acco Fasten- 
ers have saved us lots of money and made 
the office twice as efficient.” 
You can stop the loss of important papers 
if you'll ask your stationer or write us 
about Acco Fasteners now. 


ACCO PRODUCTS, Inc. 
39th Ave. & 24th St. 
Long Island City, New York 
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NEW MEMBERS ELECTED 


At a meeting of the Executive Commit- 
tee of The Controllers Institute of America, 
held February 29, 1940, the applicants 
named below were elected to active mem- 
bership in The Institute: 


WILLIAM G. BonD 
Sylvania Industrial Corporation, Freder- 
icksburg, Virginia. 

G. STUART BRUDER 
The Mengel Company, Louisville, Ken- 
tucky. 


WILLIAM T. BRUNOT 
Robertshaw Thermostat Company, Young- 
wood, Pennsylvania. 

JosEPH A. CLARKE 
E. R. Squibb & Sons, Brooklyn, New 
York. 


S. L. Davis 
United Gas Pipe Line Company, Shreve- 
port, Louisiana. 


FRANK FEIGENBAUM 
The American News Company, New 
York City. 


FRED P. JOHNSON 
Marathon Paper Mills Company, Roths- 
child, Wisconsin. 


CHARLES E. KOHLHEPP 
Wisconsin Public Service Corporation, 
Milwaukee. 

GERALD J. LAFFERTY, SR. 
Sealed Power Corporation, Muskegon, 
Michigan. 


EARL G. MASON 
The Herman Nelson Corporation, Mo- 
line, Illinois. 


MAYBEN P: NEwByY 
Skelly Oil Company, Kansas City, Mis- 
souri. 


James M. PENDERY 
The Fifth Third Union Trust Company, 
Cincinnati. 


HuGH H. Price 
General Ceramics Company, New York 
City. 

Louis S. Sisto 
United Fruit Company, Boston. 


O. J. SPAULDING 
The Kansas Flour Mills Corporation, 
Kansas City, Missouri. 


DEAN C. STEELE 
The Utility Management 
Wilmington, Delaware. 


Corporation, 


GEORGE O. SWEZY 
Nestle’s Milk Products, Inc., New York 
City. 


ROWLAND G. WRIGHT 
Meredith Publishing 
Moines, Iowa. 


Company, Des 





MEETINGS OF CONTROLS 
Chicago: 

Topic: At the Technical Session 
“Taxes—Taxes—Taxes”: At the 
Regular Meeting ‘Marketing Re- 
search” 

A technical meeting sponsored by the 
Technical Committee of the Chicago Con- 
trol was held on February 6 in the eve- 
ning at Harvey’s Restaurant. The subject 
was ‘““Taxes—Taxes—Taxes,” and the dis- 
cussion was led by Mr. Allen U. Hunt, of 
Jewel Tea Company, Inc., a director of 
the Control. 

The regular monthly meeting of the 
Control was held on February 27, also at 
Harvey's Restaurant. Mr. F. K. Leisch, 
executive vice president of the A. C. 
Nielsen Company, Chicago, addressed the 
members on “Marketing Research.” He 
has spent nearly fifteen years in market- 
ing research work on industrial and con- 
sumer goods. During his address, he dem- 
onstrated the vital importance of accurate 
information on net sales, through all 
channels, into actual consumption by 
means of a series of charts drawn from 
the accumulated record of many years’ 
work by the Nielsen organization. The 
compilation of one million facts daily 
from more than 4,000 retail stores by a 
staff of six hundred people indicates the 
interesting scope of the subject. Mem- 
bers were privileged to invite the sales 
executives of their companies as guests. 
Cincinnati: 

Topic: “Internal Audits” and “In- 
come Tax” 

The program of the Cincinnati Control 
meeting held on February 13 at the Hotel 
Alms included a discussion of two im- 
portant subjects. Member Claude W. 
Hupp addressed the meeting on “Internal 
Audits,” and member Carl De Buck, of 
the Union Central Life Insurance Com- 
pany, led a discussion on “Income Tax.” 
The coming Mid-Western Conference to 
be held in Chicago on April 22 was 
brought to the attention of members pres- 
ent, and a committee was appointed to 
organize the membership for attendance 
at the Conference. Due to the unusually 
heavy snow storm the meeting was ad- 
journed and the Board meeting was can- 
celed to allow members to depart early. 


Cleveland: 
Topic: ‘Federal Taxation—Present 
and Prospective” 

The Program Committee of the Cleve- 
land Control arranged to have the regu- 
lar meeting on February 13 at the Hotel 
Cleveland deal with the subject of taxes. 
Mr. Claude W. Dudley, a tax consultant, 
and member of the bar of the District of 
Columbia, addressed the meeting on 
‘Federal Taxes—Present and Prospec- 
tive.” President L. D. McDonald pre- 
sided at the meeting and brought up the 
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matter of the Mid-Western Conference in 
Chicago on April 22. It was learned that 
fourteen members had signified their in- 
tention of attending, and it was antici- 
pated that others would decide later to 
go. 


Connecticut: 
Topic: “Disposition of Tool Costs” 


From time to time the Connecticut 
Control holds its monthly meetings in 
various cities in the state in order to ac- 
commodate members in different parts of 
the state. On February 7, the regular 
monthly meeting was held in Hartford 
at the City Club. A member of the Con- 
trol, Mr. H. A. Papenfoth, of the Trum- 
bull Electric Manufacturing Company, 
Plainville, Connecticut, addressed the 
members on “Disposition of Tool Costs,” 
which was followed by an_ interesting 
round-table discussion. 


Dayton: 

Topic: “The Preparation of Tax Re- 
turns for Tangible and Intangible 
Property” 

A director of the Dayton Control, Mr. 
Richard H. B. Adams, of City Railway 
Company, led a round-table discussion 
on “The Preparation of Tax Returns for 
Tangible and Intangible Property” at the 
monthly meeting of the Control which 
was held at the Van Cleve Hotel on 
February 8. He discussed the classifica- 
tion of property, the methods of determ- 
ining tax values, and the effect of the 
plant ledger on personal property taxes. 
The meeting was well attended and every- 
one present entered into the discussion. 


Detroit: 
Topic: “The Human Element in 
Business” 


Mr. Ben E. Young, vice president of 
the National Bank of Detroit, addressed 
the members of the Detroit Control at the 
monthly meeting on February 14 at the 
Hotel Statler. His subject was “The Human 
Element in Business.” 


District of Columbia: 
Topic: “Casualty, Fire and Other 
Types of Insurance” 

The District of Columbia Control at 
the monthly meeting on February 27 at 
the Carlton Hotel held an interesting dis- 
cussion On various types of insurance. 
The subject was handled by two special- 
ists. The first one was Mr. Hartman 
Baker, who spoke not only on fire insur- 
ance but also on business interruption 
and accounts receivable insurance. The 
second speaker was Mr. T. Y. Beams, 
who discussed the matter of casualty in- 
surance. Both of these gentlemen are as- 
sociated with the Royal Indemnity Insur- 
ance Company. At the conclusion of 
their addresses they conducted an open 
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forum for the discussion of special items 
of interest to the members of the Control 
and their guests. 


Indianapolis: 
Topic: Continuation of ‘1939 in Re- 
view and the Outlook for 1940” 
Members of the Indianapolis Control 
who could not attend the January meet- 
ing missed one of the Control’s best pro- 
grams, according to its officers. Mr. Vic- 
tor C. Seiter began the discussion of 
"1939 in Review and the Outlook for 
1940” with an excellent description of 
the gas utility business and its problems. 
This was followed by Mr. S. C. Land’s 
presentation of several charts showing the 
trend over the past few years of the steel 
industry. Mr. E. M. Karrmann gave a 
brief summary of the life insurance busi- 
ness and showed statistical data of great 
educational value. But the program was 
not finished, so it was the opinion of the 
group that the discussion be continued at 
the February meeting. The date was Feb- 
ruary 27 and the place of the meeting was 
changed to the Athenaeum. Messrs D. 
R. Hodges, E. J. Dowd, and E. J. Schlat- 
ter presented the manufacturing picture, 
and C. R. Israel followed with transpor- 
tation. The members are finding that the 
discussion form of meeting is an excel- 
lent way to get acquainted with each 
other. 


Kansas City: 
Topic: “The Wage and Hour Law” 
The monthly meeting of the Kansas 
City Control was held on February 12. 
The speaker was Mr. Winfrey G. Nathan, 
inspector for the Wage Hour Division, 
and his subject was “The Wage and Hour 
Law.” 


Los Angeles: 
Topic: “Accounting and Procedure 
Manual” 

The Los Angeles Control held a dis- 
cussion on “Accounting and Procedure 
Manual” at its regular meeting on Feb- 
ruary 15 at the Clark Hotel. Mr. Dudley 
E. Browne, of Lockheed Aircraft Corpo- 
tation, was the chairman of the special 
program committee for the evening. He 
was assisted by Mr. Edwin E. Balling, of 
Latchford-Marble Glass Company, and 
Mr. Arthur L. Cable, of Western Auto 
Supply Company. Since the extent to 
which a manual of procedure can be used 
in certain businesses is problematical, the 
members showed a lively interest in the 
many views that were expressed. 


Milwaukee: 
Topic: “Analysis of Pension Plans” 
The regular monthly meeting of the 
Milwaukee Control was held at the Uni- 
versity Club on February 13. The guest 


speaker was Mr. George F. Rowe, of 
Rowe & Carson, Insurance Consultants, 


Milwaukee, and his subject was “Analysis 
of Pension Plans.” He presented an anal- 
ysis of pension problems, described a 
typical pension plan and its costs, dis- 
cussed the report of the United States Sen- 
ate Sub-committee on Finance, and offered 
a personal viewpoint based on eighteen 
years of study. A round-table discussion 
followed and much interest was shown by 
all the members in attendance. 


New England: 


Topic: “Legal Aspects of the Con- 
troller’s Job” 


The subject ‘Legal Aspects of the Con- 
troller’s Job” and the fact that Professor 
Nathan Isaacs, of the Business Law De- 
partment, Harvard Graduate School of 
Business, was to present it attracted a 
good attendance of members and guests 
at the regular meeting of the New Eng- 
land Control which was held on February 
13 at the University Club, Boston. Pro- 
fessor Isaacs summarized his views on the 
subject in part as follows: “The mount- 
ing complexity of corporate business 
would eventually call for both the ex- 
planation and the final definition of the 
functions of a controller as distinguished, 
on the one hand, from those of a man- 
ager, and, on the other side, from those 
of an outside or public accountant. We 
are living in a transitional stage in the 
history of the corporate entity. 

“As matters stand, the very existence 
of such a functionary as the controller is 
purely optional. It is never easy to ar- 
range a satisfactory plan for watchmen 
to be hired and paid by those whom they 
are supposed to watch. And in spite of 
the declaration of the SEC to the con- 
trary, it is by no means clear beyond 
argument that the check of the outside 
accountant must necessarily be and re- 
main only supplementary to that of the 
controller. Nevertheless, a clear under- 
standing of the problem is a_ half-way 
mark toward its eventual solution. It is 
suggested that among the elements of a 
satisfactory solution are the development 
and acceptance of new business practices 
and customs, the clarification of the posi- 
tion of the controller in the by-laws of 
companies, the aid of certain outside 
agencies, and, finally, statutory recogni- 
tion of the controller.” 


New York City: 
Topic: “Taxes and the Weather”’ 
Dr. Charles W. Gerstenberg, president, 
National Tax Association, and Chairman 
of the Board, Prentice-Hall, Inc. gave a 
most inspiring address to the members 
and guests of the New York City Con- 
trol at the monthly meeting held on Feb- 
ruary 15 at Hotel Shelton. His subject 
was ‘Taxes and the Weather.” After the 
meeting, controllers who had _ specific 
questions to ask on detailed matters of 
procedure under the amended Federal 
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Act had the opportunity of discussing 
them in a special group conference. Mr. 
Timothy Hayes, Associate Editor of Fed- 
eral Tax Service, was present and an- 
swered inquiries from the floor. Mr. E. B. 
Nutt, of Standard Oil Company (New 
Jersey), president of the Control, pre- 
sided, and Mr. George D. Ellis, of Com- 
bustion Engineering Company, Inc., a di- 
rector of the Control, was chairman of 
the meeting, which was well attended. 


Philadelphia: 


Topic: ‘Pennsylvania’s Business Re- 
vival” 

Hon. Richard P. Brown, Secretary, De- 
partment of Commerce, Commonwealth of 
Pennsylvania, was the speaker at the 
monthly meeting of the Philadelphia Con- 
trol on February 1, at the Penn Athletic 
Club. A year ago he received this ap- 
pointment as secretary, which gave him the 
responsibility of helping to promote busi- 
ness revival within the state. He is a widely 
known Philadelphia manufacturer, founder 
and chairman of the Board of the Brown 
Instrument Company; vice-president and 
director of Minneapolis-Honeywell Regu- 
lator Company; director of the National 
Bank of Germantown and Trust Company; 
and is eminently qualified to talk about 
business from the viewpoint of the business 
man. His subject was “Pennsylvania’s 
Business Revival.” His discussion was in- 
formal and off the record. His address 
proved to be very interesting and highly 
enjoyable and was followed by an extended 
period of discussion. 


Pittsburgh: 

Topic: “What the Controller Might 
Like To Know About Public Re- 
lations, Sales and Advertising” 

The regular monthly meeting of the 
Pittsburgh Control was held on February 
29 at the William Penn Hotel. Mr. Rob- 
ert R. Updegraff was the speaker. He 
serves several large corporations in an ad- 
visory capacity on public relations, adver- 
tising and other phases of business admin- 
istration. His subject was ‘What the 
Controller Might Like To Know About 
Public Relations, Sales and Advertising.” 


Rochester : 

Topic: “The Controller’s Responsi- 
bility in Corporate Insurance” 

The various phases of corporate insur- 
ance were informally discussed at the reg- 
ular monthly meeting of the Rochester 
Control on February 28 at the Rochester 
Club. An exchange of opinions was given 
on the different forms of coverage; co- 
insurance, rates, retrospective rating for 
workmen's compensation, mutual com- 
panies, reciprocals, and the like. The 
specific subject was “The Controller’s Re- 
sponsibility in Corporate Insurance,” and 
the discussion leader was Mr. A. N. 
Masucci of Hickey-Freeman Company. It 
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had been suggested that if a member was 
not in direct charge of insurance matters 
he should invite his company executive 
or assistant in charge of insurance to be 
his guest at this meeting. It was felt that 
such cooperation should provide a profit- 
able discussion for all members. 


San Francisco: 
Topic: “The Present Session of the 
California State Legislature” 

The regular monthly meeting of the 
San Francisco Control was held at the 
St. Francis Hotel in San Francisco on 
February 15. Mr. Frank J. Meley, of 
H. C. Capwell Company, Oakland, Cali- 
fornia, chairman of the Control's Tax 
and Legislative Committee, gave a brief 
report on the present session of the Cali- 
fornia State Legislature. 


St. Louis: 
Topic: “Measurement of Office Pro- 
duction” 

The Program Committee of the St. 
Louis Control presented a most interest- 
ing speaker for the monthly meeting 
which was held on February 26 at the 
Missouri Athletic Association. He was 
Mr. I. O. Royse, manager, Office Produc- 
tion, Ralston Purina Company, St. Louis. 
He spoke on “Measurement of Office 
Procedure” and members and guests en- 
joyed his remarks on this vitally im- 
portant subject. 


Syracuse: 
Topic: “The Position of Controller 
in Industry” 

A round-table discussion on ‘The Posi- 
tion of Controller in Industry” was held 
at the monthly meeting of the Syracuse 
Control on February 20 at the Syracuse 
Industrial Club. Member John R. Tuttle, 
of the Crouse Hinds Company, was the 
leader. Many differences of opinion on 
the procedure of approach by the control- 
ler to the management with reports were 
brought into the discussion. There was 
some later discussion in the meeting on 
“Job Evaluation” by President George K. 
Chrismer. 


Twin Cities: 

Topic: “Minnesota Valley Canning 
Company and its Accounting Prob- 
lems” 

The regular meeting of the Twin Cities 
Control was held at the St. Paul Athletic 
Club on February 6. Mr. L. E. Felton of 
Minnesota Valley Canning Company, Le 
Sueur, Minnesota, and a director of the 
Control, addressed the members on ‘‘Min- 
nesota Valley Canning Company and its 
Accounting Problems.” 


Buffalo: 
Topic: “Taxes” 


A discussion of ‘Taxes’ was conducted 
by the Buffalo Control at its regular 


monthly meeting which was held at the 
Hotel Statler on February 6. The lead- 
ers were Members Albert H. Rumble of 
Remington Rand, Inc., Buffalo, and B. 
Earle Vosteen of Niagara Sprayer & 
Chemical Company, Inc., Middleport, 
New York. All members of the Control 
had been requested to be prepared with 
questions for discussion. 


Personal Notes 


Announcement was made early in Feb- 
ruary that Mr. Francis J. Brett, vice-presi- 
dent and controller of Niagara Hudson 
Power Corporation, had been elected a di- 
rector of the corporation. His connection 
with the corporation and its subsidiary 
companies extends over a _ period of 
thirty-two years. Mr. Brett is also a di- 
rector of the Central Hudson Gas and 
Electric Corporation, director and vice 
president of the Niagara Falls Power 
Company, and director and treasurer of 
the Utilities Mutual Insurance Company. 
He is a director of the Controllers Insti- 
tute of America and has been a member 
of The Institute since September, 1933. 


EMPLOYMENT 


Tax Accountant—C. P. A. 


Broad experience in tax work, covering 
federal and state income, social security 
and other taxes—corporation, partnership, 
fiduciary and individual—in both public and 
private accounting. Seasoned executive. 
Best references as to character and ability. 
Member Controllers Institute of America— 
American Institute of Accountants—New 
York State Society of Certified Public Ac- 
countants—National Association of Cost 
Accountants. Available on reasonable no- 
tice to present employers. Address No. 
300, “The Controller.” 


Controller—Assistant Treasurer 

A thoroughly experienced controller and 
assistant treasurer is available at short no- 
tice. For the past nine years he has been 
connected with a large manufacturing con- 
cern. During the past four years as con- 
troller and assistant treasurer, he had full 
charge of all accounting records and was 
responsible for all financial and cost state- 
ments which were issued monthly. He in- 
stalled the I. B. M. accounting machines 
and a detailed plant property record. He 
was responsible for income tax returns, re- 
ports on sales subject to the Vinson Act, 
Social Security records, fire insurance cov- 
erage, bond coverage, and group life and 
health and accident insurance. He also 
passed on credits and handled collection 
of overdue accounts. He prepared all the 
financial data required by the R. F. C. in 
connection with application for a loan, and 
the financial data required for an A-2 reg- 
istration statement, and is familiar with the 
requirements of 10-K statements. Previ- 
ously, he was for fifteen years chief ac- 
countant for a large clothing manufactur- 
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ing firm, which operated two factories andl 
fifteen retail stores serving about 4,500 cus. 
tomers. He is a Protestant, 51 years old, 
and is willing to locate anywhere at a good 
salary. Address No. 325, “The Controller.” 


Accountant 


Man, recommended by a member of The 
Controllers Institute of America, has had 
ten to twelve years of practical accounti 
—bookkeeping experience about equally di 
vided between a stock brokerage and a dairy 
company; his previous clerical position of 
five years’ duration was with a stock broker 
age firm. He is 33 years old, accountang 
graduate, and available immediately. Ad. 
dress No. 326, ‘The Controller.” 


Accounting Assistant : 

Man recommended to The Controllers Ine 
stitute of America as type that an important” 
and conservative concern would like to have 
if there is a place for him in the organiza. 
tion. He has had wide experience in the 
fields of auditing, accounting, tax work, 
and office management, and for the past 
thirteen years and more he has been the 
auditor of all the American companies 
owned by a prominent family. He is 47 
years old, personable, married, and due to 
consolidation of companies, is available at 
once. Address No. 327, ‘The Controller,” 


September 23, 24, dates of Ninth. 
Annual Meeting of The Controllers 
Institute of America, at Hotel W aldorf- 
Astoria, New York City. Set these 
dates aside. Plan your business trip @ 
New York at that time. An interest 
compelling program is being arranged. 


Amended Proxy Rules 

(Continued from page 88) 
by the Securities and Exchange Com 
mission to determine the ultimate ef 
fects of the amended proxy rules. If 
the rules are necessary or appropriate 
in the public interest or for the pro 
tection of investors, then certainly if 
all fairness they should be made to 
apply to all corporations having se 
curities outstanding in the hands of 
the public. 





TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. Dependable results. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Il. 























Soud Srrotes Ouit 


Accounti 


Waste... 


Scene in the Accounts Receivable Department where Sundstrand 
Class A Accounting Machines provide speed, dependability and 
complete mechanical control over accuracy. 


HERE’S not much you can teach 

the Axton-FisherTobaccoCompany 
about making good cigarettes. And 
there’s mighty little, too, you can show 
them about cutting accounting costs. 
Let Treasurer C. Palmer Parker tell you 
in his own words about one of their 
latest short cuts to economy. 

“During October, 1936, we installed 
two Sundstrand Class A accounting ma- 
chines. 

“Each machine handles approxi- 
mately 3,500 customers’ accounts. 

“Prior to the installation of these ma- 
chines, all of our posting was done by 


COPYRIGHT 1938, UNDERWOOD ELLIOTT FISHER COMPANY 


This is the Sundstrand Class A Accounting Machine. Features: electric 
operation, automatic balances, direct subtraction, only ten figure keys, 
line proof and air-cushioned tabulation. 


hand. Under the present ar- 

rangement two employees 

do the work and at the close 

of business each day, the 
customers’ accounts are in agreement 
with the control account. This proce- 
dure is of material assistance to the 
Credit Department in analyzing and 
preparing statements.” 

No matter what your particular ac- 
counting problem may betheright solu- 
tion is sure to be found if you have your 
accounting staff get together with 
Underwood Elliott Fisher. Three com- 
plete lines of machines with a variety 


Underwoo 


ELLIOTT FISHER ACCOUNTING MACHINES 


of models in each enable Underwood 
Elliott Fisher to equip you for a com- 
plete accounting job... maintain your 
books in daily balance, keep up-to-the- 
minute facts constantly on tap and in 
general, give youa better, more econom- 
ical accounting job. Every Underwood 
Elliott Fisher Machine is backed by 


nation-wide, company-owned service 


facilities. 
Telephone our nearest Branch or 
write for full particulars today. 


Accounting Machine Division 
UNDERWOOD ELLIOTT FISHERCOM PANY 
Accountine Machines, Typewriters, Adding Machines, 

Carbon Paper, Ribbons and other Supplies 
One Park Avenue, NewYork,N.Y. 

Sales and Service Everywhere 

Underwood Elliott Fisher 

Speeds the World’s Business 














An International 
Business Machines 
Service Bureau 


A fact-finding service for ANY business 


Executives interested in obtaining detailed re- _ in a position to render valuable assistance in the 
ports concerning their current business activities preparation of Payroll and Social Security Rec- 
should investigate the advantages offered by the _ ords. 

International Business Machines Service Bureaus. International Business Machines Service Bu- 
These Bureaus will prepare Sales and Cost Anal- _reaus are located in principal cities. They are 
yses, Inventory Tabulations, Production Rec- manned by trained operators and supervisors and 
ords, Market Studies and many other important are equipped with International Electric Book- 


reports. keeping and Accounting Machines. They stand 


The wide experience of this company with time ready to furnish fast and economical assistance 
keeping and payroll procedures also places In- to the management of any business. Illustrated 


ternational Business Machines Service Bureaus _ folder mailed on request. 


INTERNATIONAL BUSINESS MACHINES CORPORATION 


World Headquarters Building | FSs, Branch Offices 
590 MADISON AVENUE, NEW YORK, N.Y. “ACHINE® IN PRINCIPAL CITIES OF THE WORLD 














